R ATAN TATA 
LIBRARY 



THE RATAN TATA LIBRARY 

Cl. No. 

^ ^. - Date of release for loan 

Ac. No. ^ 1 t 

This book should be returned on or before the date last stamped below. 
An overdue charge of twelve nP. will be levied for each day/hour 
the book is kept beyond that date. 


HARVARD STUDIES IN 
MONOPOLY AND COMPETITION 


l. CORPORATE SIZE AND EARNING POWER 
William Leonard Crum 

THE CONTROL OF COMPETITION IN CANADA 
Lloyd G. Reynolds 



HARVARD STUDIES IN 
MONOPOLY AND COMPETITION 



LONDON : HUMPHREY MILFORD 
OXFORD UNIVERSITY PRESS 



CORPORATE SIZE AND 
EARNING POWER 


BY 

WILLIAM LEONARD CRUM 

PROFESSOR OF ECONOMICS IN HARVARD UNIVERSITY 



CAMBRIDGE, MASSACHUSETTS 
HARVARD UNIVERSITY PRESS 

1939 




COPYRIGHT, 1939 

BY THE PRESIDENT AND FELLOWS OF HARVARD COLLEGE 


PRINTED AT THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE, MASSACHUSETTS, U.S.A. 



This is the first of a series of monographs on selected 
aspects of the general problem of monopoly and competi¬ 
tion, reporting specific studies in the research program of a 
special committee of the Harvard Department of Economics. 
The analytical investigation leading to the present mono¬ 
graph was financed in part by a grant from the A. W. Shaw 
Fund. The second and third monographs in this series will 
be “The Control of Competition in Canada,by Lloyd G. 
Reynolds, and “Unfair Competition,” by John P. Miller, 
and will appear under the editorship of Edward S. Mason. 




PREFACE 


Upon completion, just over ten years ago, of my manuscript 
for Corporate Earning Power,^ I wrote in the Preface that three 
controlling reasons led to publication then of a volume which 
was fairly called a first report of the results of my analysis of 
Treasury data on corporate profits. These reasons were: 

Certain of these results seem clearly established by the investiga¬ 
tion; and, as these results have large practical import, it is desirable 
to make them available promptly. Early publication will bring the 
materials, in readily available form, before numerous active business 
men and students of finance or economics in general, who are com¬ 
petent to re-examine and develop the many points on which I may 
have erred or treatment of which I may have omitted. Finally, as 
this volume indicates some of the inadequacies in the data as now 
tabulated and published by the Treasury, it may furnish an incentive 
to the fuller and more serviceable reporting of corporation statistics 
to the end that later investigations shall rest upon data more readily 
adapted to the uses of the analytical statistician. 

I am happy to believe that subsequent achievement, especially 
with reference to the second and third purposes, has been truly 
remarkable. The book did stimulate — I should by no means 
suggest that it was the sole or chief stimulus — active further 
investigation of corporate profits, and a notable improvement in 
the fundamental data. Other investigators have devoted their 
skill and energy to the problem of measuring and explaining 
variations, over time or at any one time, in corporate earning 
power. Some investigators have disclosed or corrected errors 
in my own analyses or interpretations; some have carried much 
further the study of the questions raised by the book, or ex¬ 
amined additional questions; all have made helpful contribu- 
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tions to a now rapidly expanding knowledge of an exceedingly 
important but also exceedingly intricate aspect of economic 
science. Notable improvement has occurred also in the statis¬ 
tical data: Treasury tabulations of corporate accounts are today 
vastly more satisfactory for scientific study than ten years ago. 
Indeed, the present monograph could not have been attempted 
had the statistics remained in the form known to us in 1929. 
Most of the credit for this extraordinary improvement in the 
tabulations belongs to present and former officers of the Divi¬ 
sion of Research and Statistics in the Treasury and of the 
Statistical Section of the Income Tax Unit in the Bureau of 
Internal Revenue. 

The present monograph is not a revised edition of Corporate 
Earning Power] it is concerned almost entirely with a very 
elaborate examination of a single aspect of corporate earning 
power, an aspect upon which the earlier book could at best 
give only inadequate and indeed superficial results because 
of inappropriate data. The great improvement in the form of 
the published data since 1929, coupled with a mere lengthening 
of the historical record with the passage of time, has rendered 
possible now such a study of the highly important relation of 
corporate size to earning power as could not have been under¬ 
taken a decade ago. I am confident also that the author comes 
to the task with much better qualifications: continuing study of 
the profits problem and related financial and economic matters 
has given me a deeper insight which ought to be reflected in the 
pages of this new book. Needless to say, I have derived much 
benefit from criticisms of the earlier book, and from the splen¬ 
did work of other investigators. 

The purposes of publishing the present volume might well 
be stated in exactly the words quoted above. I believe some of 
the results here presented are of great and immediate impor¬ 
tance, and I hope their presentation will prove helpful to econ¬ 
omists and others interested in profits. I am sure the book 
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makes only a beginning in the interpretation of the facts pre¬ 
sented, though I have sought to develop or suggest those points 
which seem to me most important. I doubt not that some of 
my interpretations and even some of my numerical analyses 
are in error, and that I have suffered from various misappre¬ 
hensions. It is my hope that this book will stimulate a new 
wave of investigation, that critics will reveal and correct my 
errors, that other investigators will share with me the task of 
drawing more numerous and more complete inferences from the 
rich mine of fact here made available, and that the book will 
suggest other entirely different approaches to this and related 
problems. I trust also that this book, benefiting greatly though 
it does from improvements already made in the basic data, 
will suggest points at which still further improvement can be 
undertaken. 

An individual almost never has the means or time and energy 
to carry out alone so vast a task as the investigation reported 
in this book. I am grateful to the A. W. Shaw Fund for a grant 
which covered a substantial fraction of the out-of-pocket costs. 
Mrs. Eleanor Crum, Mr. F. L. Hall, Miss Althea MacDonald, 
Mrs. Harriet Ross, and Mrs. Anna Thorpe have assisted me in 
various parts and at various stages of the research investiga¬ 
tion and the preparation of the book. Each has devoted patient 
and painstaking effort to meeting the exacting demands of an 
unpredictable and sometimes erratic taskmaster, and to insur¬ 
ing so far as possible technical perfection of the completed 
book. To each I here make a wholly inadequate expression 
of my deep gratitude. 

W. L. C. 

Cambridge 
June 9, 1939 
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INTRODUCTION 

The analysis reported in the following chapters centers about 
one basic question: To what extent is corporate earning power 
related to the size of corporate enterprise? That various as¬ 
pects of this question and various other questions more or less 
closely connected therewith should receive attention in the 
course of the analysis must be taken for granted. That any rela¬ 
tions or apparent relations found in examining the basic 
question need to be subjected to critical analyses somewhat 
disconnected from the general outline of study is also evident. 
But always the basic question is kept in mind: Are variations in 
profit rates associated with variations in size? 

The entire study is concerned with the corporate entity. 
This means not only that non-corporate types of business are 
ignored, and that the findings of the study do not necessarily 
reach to such types. It means also that the unit of size under 
consideration is the entire enterprise operated by a single cor¬ 
poration, and not a single plant or other operating unit; al¬ 
though in many cases the business of a particular corporation 
may in fact be limited to a single plant. Likewise the concept of 
profit, or rate of return, is one pertinent to the whole enterprise 
of a corporate legal entity, and not to a plant or process or 
operation having unity in a technological sense. In other words, 
the concepts of size and of profit are not those in mind when an 
economist examines the relation between profits and the scale 
of operations. 

Without doubt some of the findings of the present study are 
influenced by, and reflect in some degree, existing relationships 
between profits and scale of operations. This should follow 
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because in very numerous cases the business operation of a 
particular corporate entity is identifiable with a plant or other 
production unit, and because in numerous other cases in which 
a single corporation operates several production units which 
are separate or isolated in the technological sense the economic 
ties between these units are such as to modify our concepts of 
scale. But, however important the bearing of the scale of oper¬ 
ations upon profit rates as examined herein, no satisfactory 
basis appears for inferences about relations between scale and 
profits from the findings as to relations between corporate size 
and rates of return. The data examined do not admit of an¬ 
alyses leading safely to such inferences; and no other body of 
data, covering industry broadly and not merely specific narrow 
t5^es of industry, supplies, so far as I know, the basis for such 
inferences. Possibly one may identify one or more lines of in¬ 
dustry, among those studied below, for which general knowl¬ 
edge suggests that corporate size is associated approximately 
with scale of production unit; but I fail to note any such case. 
Even in lines of industry, such as trade and clothing manufac¬ 
turing, for which general knowledge tells us that vast numbers 
of corporations own and operate one plant each, general knowl¬ 
edge also tells us that numerous companies — not separable 
from the others in our data — have chains or groups of plants. 
We are forced to conclude that this investigation can give little 
if any definitive information on the existence and identity of 
an optimum scale of operations. 

OBJECTIVES OF THE ANALYSIS 

The study is, instead, designed to answer questions con¬ 
cerning the relation between profit and size from the point of 
view of the corporate legal and financial entity, and in par¬ 
ticular from the point of view of its equity owners. Even for 
this purpose the available data are not wholly satisfactory: 
where several corporate entities are linked together by inter- 
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corporate investments or other means, our object might well 
require considering the whole system as a single entity. The 
data actually used are in an important degree of a sort appropri¬ 
ate for such treatment, of interrelated systems of corporations, 
for the years 1931-33; although the so-called consolidated 
returns filed under revenue acts prior to that of 1934 cover 
by no means all cases of such systems which we might prop¬ 
erly wish to treat as units. After 1933, with one important 
exception (the railroad industry), the data available pertain 
strictly to corporations as legal entities — each such legal en¬ 
tity is counted separately, regardless of intercorporate ties. At 
least for 1934-36, therefore, the analysis here reported does 
not consider a system of corporations, however closely linked by 
intercorporate ties, as a unit: the size-and-profit relationships 
pertain, not to the system, but to the several corporate members 
thereof. 

Even if we had data throughout the six-year period which 
invariably treated as a single entity each system of corporations 
linked together by intercorporate investments, and by such 
control of financial and operating policy as might result there¬ 
from, we should still find the data not wholly satisfactory for 
our purpose. Other forms of control may be of large, if not 
equal, importance; and so little is known about these forms 
of control, except that they manifestly are not reflected in ac¬ 
counting records, that data on profits and size could not be 
reconstructed with a view to allowing for them. For the pres¬ 
ent we must be content with an analysis, based on the available 
tabulations of accounting records, which overlooks these de¬ 
fects; and I am of opinion that the defects, serious though they 
may be, do not prevent our analysis from having very great 
significance. 

With the limitations on the analysis as outlined above, we 
may fairly hold that the findings are significant mainly from 
the investment point of view: rate of profit is an indicator of 
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the appropriateness or successfulness of investment and is an 
important criterion which, in the sense of the economist, guides 
the flow of investment. ^Correspondingly, if we find rate of re¬ 
turn differing with size of enterprise, we infer that the incentive 
— ignoring other incentives than profits — to making new 
investment or to withdrawing old investment varies with size 
of enterprise.''*rhe analysis places its emphasis upon the rate of 
return on owners’ equity, and hence upon the risk-taking por¬ 
tion of investment; and this is in accord with the major prob¬ 
lems concerning the allocation of capital to industry, though 
the economist can by no means neglect factors influencing the 
flow of creditors’ capital. I present a partial and tentative an¬ 
alysis, in Chapter XXIII, of the return on both borrowed and 
owned capital; and a more incisive and elaborate study from 
this point of view may have large significance to the economist, 
particularly when he is interested in the general problem of 
allocation of capital to industry. But the allocation of risk¬ 
taking capital remains of central importance from several points 
of view, and on this subject the findings of my main analysis 
should prove highly informing. 

Other questions than those relating to the allocation of cap¬ 
ital to industry can helpfully be considered in the light of the 
findings here reported. The form of industrial organization, 
and changes or tendencies therein, come under this head./That 
differential rates of return — real or expected — among enter¬ 
prises of different size exert a powerful influence upon industrial 
organization can not be doubted. This suggests a list of prob¬ 
lems relating to monopoly, control, and concentration in indus¬ 
try.'^he analysis clearly bears directly, with some limitations, 
upon industrial concentration and some of its consequences 
and manifestations. With respect to control, I have already 
indicated that the data leave much to be desired; though 
I suspect some helpful indications are afforded by the analysis. 
On questions of monopoly, as defined in the strict sense of the 
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economist, I fear this study makes little progress; though I 
doubt not that specialists in the theory of monopoly can explain 
or interpret some of my findings on the ground of monopoly or 
partial monopoly. My belief is that other types of data than 
those used here, or at least in addition to them, are required for 
a scientific appraisal of the existence and effects of monopoly. 

But the term monopoly, regardless of definition by careful 
economists, has become an epithet in the hands of practical 
politicians or less careful “economists,” and I fear my findings 
will promptly be cited as evidence concerning monopoly in this 
sense. In the popular mind, monopoly is often identified with 
mere size of enterprise; and the very fact that mere size may 
have a decisive bearing upon monopoly in the strict sense ren¬ 
ders the task of dislodging this notion from the thought of 
masses of people exceedingly difficult. Politicians seldom have 
the stoutness of character, if indeed the intelligence, to refrain 
from accepting the popular connotations of a technical term; 
and therefore we need not be surprised if, in discussions of 
public policy, monopoly is identified with size. And whether 
mere size of enterprise is called monopoly or not, public policy 
may concern itself therewith; although intelligent public policy 
will not find size objectionable and deserving of punitive treat¬ 
ment without careful examination of the evidence. 

'h. believe my findings clearly show that, on the average, large 
enterprise — in all or nearly all broad lines of industry, and in 
different stages of the economic cycle — is more profitable than 
small enterprise, especially very small enterprise;^ I fail to see 
that this suggests the wisdom of imposing punitive restraints 
on large industrial enterprise. From the public point of view 
— granting that the public does not wish to take the long and 
hazardous step of securing its industrial capital and enterprise- 
leadership by some other means than offering a reward in the 
form of profits — the maintenance and developJaent of an eco¬ 
nomic productive mechanism requires that some at least of the 
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capital required receive a reward. A public policy which largely 
destroys the chance of reward by punishing large enterprise, 
which on the average is now most successful in securing such 
rewards, might well do irreparable harm to the productive 
mechanism. I gladly grant that the profit showing of smaller 
enterprise might be more satisfactory if large enterprise were 
eliminated or restricted, but I find no clear evidence in support 
of this view. Indeed, my analysis shows experience quite as 
unfavorable for small enterprise in certain lines of industry 
for which no high degree of concentration in large enterprises 
exists as in other lines. I further admit that wise public policy 
may need to encourage small enterprise, on the ground that new 
industrial developments often and perhaps generally start 
small; and it might thus be held that such a policy of encour¬ 
agement would facilitate initiating new developments, and so 
promote the long-run progress of the economy. But one should 
not overlook the contrary possibility that such encouragement 
might facilitate an undue survival of wasteful — or at least less 
efficient — operating entities, with a corresponding less good 
use of some of society’s limited store of capital. And it might 
also facilitate participation in an industry by firms which do 
serious damage, through unwise competitive methods, to the 
industry as a whole. 

THE LOT or SMALL BUSINESS 

I present evidence indicating that some small enterprises 
earn profits at handsome rates; and this necessarily implies, 
as the evidence shows, that other small enterprises suffer losses 
at even greater rates than the average rate of loss for all small 
enterprises. It is in the field of small enterprise that the great 
mortality of concerns must occur; the public press and other 
sources of information bring to our notice instances of expira¬ 
tion of life of some huge enterprises, and these have great 
importance because of the mere magnitude of the resources in- 
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volved and of the wide ramifications marking the business rela¬ 
tionships of a giant concern. But not sufficiently spectacular, 
and perhaps too frequent to constitute news, is the demise of 
the small concern with but a few thousand dollars of assets. 
Yet these concerns must constantly be passing out of active life 
in large numbers each year: the very fact that considerable 
groups of such enterprises can, in a single year, have losses on 
the average of 50 per cent and even much higher proportions 
of their equity can spell but one outcome. Unfortunately, our 
data do not enable us to trace the experience of particular cor¬ 
porations — small or larger (except the prominent listed com¬ 
panies)— through successive years; and no empirical study 
is as yet possible of the cumulative effect of several years of 
losses upon the solvency and the chance of survival of corpora¬ 
tions. But the annual figures, studied in isolation, are suffi¬ 
ciently indicative: no possible doubt can remain that many 
small corporate enterprises must succumb in a period of severe 
depression, and that some can not survive even in times of 
prosperity. 

Small concerns which fail may indeed be absorbed by other 
concerns — which are already larger or become larger through 
such absorptions — and one of the foundations of prosperity 
of certain larger concerns may be this acquisition of assets on 
bargain-counter terms. Small concerns which do not fail may 
frequently become large, through expansion of their own activ¬ 
ities or the acquisition of other concerns. In any case, despite 
the undoubted persistence over a long interval of numerous 
companies as small concerns, probability is high that small 
concerns do not long remain small: they succeed and expand, or 
they fail and are absorbed or merely disappear. The small size 
class includes the sector of corporate industry, then, in which 
the test of survival of the fittest operates with greatest force. 
Whether public policy should aim to accelerate or delay the 
application of this test in particular cases is perhaps debatable, 
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and I suspect any prompt answer to this question would be 
superficial. I raise the question to emphasize the necessity of 
avoiding a determination of public policy by mere reference to 
some political slogan like “equality of opportunity,” or “the 
small competitive business.” Economically competent and 
publicly desirable small concerns may well shudder at what 
politicians may do to (“for”) them in the name of equality or of 
competition. 


OTHER FUNDAMENTAL PROBLEMS 

Another series of questions, on which this analysis affords 
helpful information, concerns the internal organization — espe¬ 
cially the capital structure — of a corporate enterprise. The 
relation between the return on owners’ equity and the return on 
borrowed capital, and differences if any in that relation among 
lines of industry and among size classes, may be of high sig¬ 
nificance. Without doubt many other factors influence capital 
structure, but this factor is of great importance. The evidence 
presented below is only partial, and is not conclusive on the 
points at issue; but I hope the analysis will suggest lines along 
which further inquiry may prove fruitful. It may be remarked 
that the distinction between owned capital and borrowed 
capital, with a subdivision of the latter into long-term and 
short-term, is not a sufficiently fine classification. But, despite 
prominent instances of complicated capital structures, good 
reason exists for believing that the typical structure is fairly 
simple; and we may hope that further analysis of available 
data, with perhaps a slightly finer classification, will yield 
important findings. 

Questions of taxation, in matters of both policy and practice, 
bristle through the book. In a few cases I have raised such 
questions, and the reader will discover many more.'^hat taxa¬ 
tion is now one of the dominant factors in corporate experience 
can not be doubted; and the study of the effects of taxation. 
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actual or proposed, upon corporate experience in its profits and 
other manifestations may well be more important than a study 
of corporate indebtedness or even in some cases prices and 
costsT I trust some readers will be inclined to locate these tax 
questions with reference to my analysis, and examine them on 
theoretical or empirical grounds. I have in the main refrained 
from pursuing these questions, because the subject of business 
taxation appears to require consideration in all its aspects, and 
in connection with other types of taxation and indeed other 
aspects of fiscal policy. Nevertheless, the present analysis does 
include numerous important results which will be greatly help¬ 
ful in such a general study of taxation. 

The analysis as reported places emphasis, secondary only to 
that upon size, upon cyclical variations and industrial differ¬ 
ences in earning power. The second of these is in a sense inci¬ 
dental to the size study, which required testing of the results 
to disclose whether they were pertinent to various lines of ac¬ 
tivity; but mere industrial differences in the level of profits have 
significance for their own sake, and much more informing 
inferences can be drawn from these comparisons than are 
presented in the book. 

The evidence presented on cyclical variations was less clearly 
required as an incident to the main issue, though one of the ob¬ 
jects of studying time variations was to test whether findings 
with respect to size were independent of the trade cycle. The 
cyclical record is probably of great interest on its own account; 
the rate of profit is one factor in the economy about which more 
precise and more detailed knowledge has long been desired by 
cycle theorists. The evidence here presented, though (except in 
Chapter XX) restricted to a six-year period having exceptional 
cyclical characteristics and to a concept of profit rate which is 
rather narrow, can not fail to supply important fragments of the 
desired information. 

The book makes only a very limited beginning in searching 
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beneath the record of rates revealed by the main analysis, to 
disclose possible explanations of the results found. Three of 
the important factors which may bear upon the results, and 
might be expected to explain them in some part, are examined 
in Chapters XXII-XXIV. Although the tests there applied 
are restricted to limited portions of the general body of data 
under study in the book, and are seriously hampered by imper¬ 
fections and uncertainties in definitions or data or methods of 
testing, I find tentatively that the major conclusions of the book 
— with respect to the relation of rate to size — are not ex¬ 
plained by these factors. Inventory profits, though having large 
influence upon the level of profits at various stages of the cycle, 
seem not to vary among size classes in such way as to account 
for the observed correlation of rate of return with size. Interest 
on the borrowed portion of capital can, apparently, be described 
in similar terms. The case is less clear for salaries of officers, 
and decision in this case rests upon highly uncertain assump¬ 
tions as to the degree to which such salaries include a distribu¬ 
tion of what is truly profit in the economic sense. Other factors 
may perhaps be similarly tested, and more extensive and care¬ 
ful tests may be applied to these three factors; but I have pre¬ 
ferred to leave such problems, along with other problems which 
are abundantly suggested by the book, to later analytical study 
in which many specialists can helpfully cooperate. 

DEFINITIONS AND STATISTICS 

The analyses of the book center about a specially defined 
rate of profit. For many purposes a measure of the rate of 
profit, rather than of the amount of profit, is desirable; and for 
the special objectives of this study, as amount of profit is likely 
to be somewhat associated with size, a rate figure is essential. 
Issues at once arise, however, concerning the specification of 
that rate — as respects both its numerator and its denominator. 
The uncertainties concerning the specification of the numera- 
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tor would arise in any case: even if we were stud5dng merely 
amount of profit, issues would need to be met in defining profit. 
Clearly, for a study of return from the point of view of risk¬ 
taking owners, a definition of profit must cover only the residual 
profit available — actually or constructively — to such owners 
after prior claims have been met. 

This point of view seems clearly to warrant the exclusion 
of corporation taxes on profits — normal taxes, excess-profits 
taxes, and undistributed-profits taxes — from the profits figure 
to be used in our definition of rate. I am aware that, for some 
purposes, arguments may be advanced in favor of not deducting 
taxes to arrive at profits. For example, in the study of tax 
policy, especially if graduated rates are to be applied, profits 
before taxes may be the more significant figure; though framers 
of tax policy ought not to ignore the figure for profits after 
taxes. Or, in the study of earning power involving comparisons 
of profits among classes of corporations, wherein emphasis is not 
placed upon the point of view of the equity owners, something 
might be said for not excluding taxes. Thus, it might be held 
that exclusion of taxes would lead to unfair comparisons by 
reducing indicated profits of successful companies and not mak¬ 
ing corresponding alterations in the indicated losses of other 
companies. Or, it might be held that a corporation income tax 
is designed to be — and is, though here perplexing questions of 
incidence appear — a tax upon the incomes of individual owners 
rather than upon the income of the corporation. None of these 
arguments, or any others which have come to mind, seems to 
bear significantly upon the purpose of the present investigation. 
That purpose is to study the profits — residual earnings — to 
which the owners have a legal claim; and it seems tolerably 
clear that no such claim takes precedence over the public claim 
asserted, however wisely or unwisely, by the taxing authority in 
the lawful exercise of its powers. To deny the exclusion of 
taxes from profits, for such a purpose as that of this book. 
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strikes me as no more defensible than to deny the exclusion of 
interest on funded debt or any other prior claim against 
earnings. 

Other issues relative to the definition of profits were found 
of such little importance or so ill-adapted to study that they 
were largely or wholly ignored. With respect to capital 
gains and losses, which constitute part of profits as tabulated 
by the Treasury, strong theoretical reasons exist for exclusion. 
The data do not admit of a general test of the effect of this ele¬ 
ment; but some consideration of the evidence appears in 
Chapter XXIV, where it appears that capital gains or losses 
can result in only moderate distortion of our results. Except 
for this element, the definition of profits in Treasury tabula¬ 
tions is close to that suited to our measurement of return, as 
soon as correction is made for taxes. Questions concerning the 
precision with which tabulated data fit this definition are com¬ 
mented upon below. 

Decision as to the appropriate denominator for the rate of 
return is less obviously reached. The possible advantage in 
stating the base with which the amount of return is compared 

— with reference to which it is expressed as a rate — in a form 
reflecting actual capital invested by the owners (with allow¬ 
ances for withdrawals and additions) is apparent, particularly 
for certain practical and theoretical inquiries. As explained 
in the following chapter, determination of invested capital — 
separately for lines of industry and size classes — does not 
seem feasible even on an approximate basis; and the data there¬ 
fore enforce the use of another definition. Even if this were not 
true, however, I might have decided to use book value of the 
equity as the denominator of rate of return. As the object of 
study is the rate of return on proprietors’ capital, with a view 

— among other purposes — to examination of forces affecting 
the allocation of new capital or withdrawal of old capital, much 
may be gained by expressing current return with reference to 
a current appraisal of the owners’ stake in the enterprise. 
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Why not, then, use market value of the stock as denominator? 
This is not feasible because the stocks of most of these corpora¬ 
tions are not quoted in any market. And, even if it were feasi¬ 
ble, theoretical objections might be raised because of the large 
and uncertain influence of speculative conditions upon market 
quotations of stocks in general and in particular. I have chosen 
rather the book value of the equity, as the best current ap¬ 
praisal, based on accounting records, of the owners’ stake in 
enterprise — after other claims are taken into account. It is 
an estimate, considerably imperfect of course, of the going- 
concern value which might be successfully demanded by the 
owners — subject to modifications by other factors entering into 
the bargain — in the case of sale of the enterprise outright. 

I am aware, as specialists in accounting continually remind 
us, that the equity figure is a residual item in the balance sheet, 
that the various asset and liability and reserve items are almost 
without exception determined by estimating valuations, and 
that the net sum of errors in these valuations must come down 
as an error — which may be very large — in the equity. The 
force of these objections should not be understated, and I warn 
the reader that errors of this sort — quite apart from specific 
errors discussed in the text — may account at least in part for 
the findings of the text. That they account in large part for 
those findings seems to me unlikely, because the findings are 
found so systematically in a long series of tests which are some¬ 
what separate and independent. The probability of these errors 
operating in just the manner and to just the degree to bring sub¬ 
stantially similar results in nearly all the cases tested seems 
very slight. 

I am aware also that questions pertaining to the significance 
of accounting records touch the analysis at numerous other 
points. Not only the equity figures, but also the profits figures 
and indeed nearly all of the figures used in various stages of the 
analysis, are based to some extent upon estimated valuations. 
These are well-known difficulties in the scientific study of ac- 
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counting statistics. Here again I take the view that, whatever 
effect these disparities may have upon particular numerical 
results in the course of analysis, the main findings of the in¬ 
vestigation are so systematic that probability runs very low of 
their being caused by accounting errors. 

It may be urged in particular that Treasury tabulations of 
accounting records — either because such records are con¬ 
sciously distorted for tax purposes, or because the process of 
tabulation handles them inaccurately or inappropriately — are 
untrustworthy summaries of “true” accounting facts. On this 
point, I believe the extraordinary statistical regularity of many 
of my results — the great smoothless of many of the curves 
— can be admitted as evidence in negation. To be sure, an 
experienced statistician learns that he must beware of statistical 
regularity, but this strikes me as a case in which such evidence 
is overpowering. 

On all counts, then, I believe the data upon which the an¬ 
alysis rests — despite admitted imperfections — are sufficiently 
accurate and sufficiently pertinent to the points at issue to war¬ 
rant concluding that the results, particularly all the broad gen¬ 
eralizations, reflect with only moderate margins of error the 
truth. The book presents, I believe, a tolerably trustworthy 
picture — so far as it goes — of actuality. 



II 


RATE OF RETURN FOR ALL CORPORATIONS 
IN THE AGGREGATE 

The jbroad facts concerning earning power of corporate 
equity, as revealed for the aggregate of all corporations covered 
by Treasury compilations from tax returns accompanied by 
balance sheets, are so striking that we are tempted to accept 
their apparent implications as conclusive. In each of the six 
years, 1931-36, shown in Chart i, the average rate of return 
on equity is, with negligible irregularities, progressively better 
as we pass to the right — that is, pass upward on the scale of 
size. Even in 1932, the year of poorest return for the entire 
aggregate without regard to size, the largest size class had a 
positive return, whereas all other classes and the aggregate 
had negative returns (losses). Even in 1936, the year of best 
return for the entire aggregate, the smallest size class had a 
negative return, whereas all other classes and the aggregate 
had positive returns. Chart i suggests an unmistakable tend¬ 
ency for large corporations to enjoy greater earning power than' 
small corporations; but this chart is based upon data covering 
all corporations, without regard to type of industry or other 
possibly significant bases of classification. We shall in the fol¬ 
lowing pages examine the evidence more closely and note 
several significant qualifications to temper this broad first 
finding. 


RETURN ON EQUITY 

In order to examine critically Chart i and related evidence, 
we must note certain departures, which have proved necessary 
or desirable, from the procedure used in my earlier studies of 
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CHART I 

Rate op Return Compared with Size, for all Corporate Industry ♦ 

% 



* Horizontal scale logarithmic. Data in Table ii. 

An arithmetical error, discovered in proofreading, led to incorrect 
figures for the deficit category and both categories combined in 1935 for 
the 50,000-thousand-dollar class. The incorrect figures ( — 7.74 for the defi¬ 
cit category, and —.98 for both categories combined) have been replaced 
by the correct figures ( — 11.77, and —1.24 respectively) in Table ii, but 
no corresponding correction has been made in Chart i or other charts 
affected by the error in this table. The error also rendered the correspond¬ 
ing six-year averages incorrect (Table B). These incorrect figures ( — 13.59 
for the deficit category, and —4.68 for both categories combined) have 
been replaced in Table B by the correct figures ( — 14.26, and —4.73 re¬ 
spectively), but no corresponding correction has been made in Chart iv 
or other charts affected by the error in this table. All other tables affected 
by this error (upon which no charts are based) have been corrected. 

return on invested capital and on corporate equity,^ The re¬ 
turn on equity as used in the present analysis is a ratio, of profits 
to equity of stockholders, in which both numerator and de¬ 
nominator differ from those used in one or both of the earlier 

^ W. L. Crum, “Corporate Earnings on Invested Capital,’^ Harvard Bust- 
ness Review, xvi, 3, Spring, 1938; and “Earning Power with Respect to 
the Size of Corporations,” ibid., xvn, i, Autumn, 1938. 
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studies. A specimen computation of the rate of return on equity, 
as herein defined, appears in Table i. Here the numerator is 
aggregate profits defined as follows: the figure for compiled net 
profits after Federal taxes, as given in Statistics of Income? 

TABLE I 


Specimen Calculation of Rate of Return, Entire Manufacturing 
Division in 1935 * 



Income corps. 

Deficit corps. 

a. Preferred stock . 

3,603,143 

1,999,410 

b. Common stock . 

13-037.225 

7,242,269 

€. Surplus and undivided profits_ 

10,319,464 

3,529,830 

d. Sum . 

27,159,832 

12,7717509 

e. Deficit . 

317,351 

2,002,790 

/. Equity, end of year. 

26,842,481 

10,768,719 

g. Net profits after taxes. 

2,606,697 

-467,738 

h. Difference . 

24.235,784 

11,236457 

i. Cash dividends paid . 

1,840,952 

342,837 

Equity, beginning of year, estimated 

26,076,736 

11,579,294 

k. Sum of two equities . 

32,919,217 

22,348,013 

/. Average equity . 

26.439,609 

11,174,006 

m. Rate of return, % . 

9-83 

—4.18 

n. Combined average equity. 

. 37,633,615 

0. Combined net profits after taxes ... 

. 2,138,939 

p. Rate of return, entire division, % .. 

. 5.68 


♦ Unit: $1000, except for m and p. 

Sources and derivation of data: a, 6, c, e, i are transcribed from Statistics 
of Income for 1935, Part 2, p. 53 or pp. 67-68; d is sum of o, 6, c; / is d minus 
e; g is transcribed from p. S3 of source for this illustration — and in general from 
PP- 52-59 for each entire division and group, from pp. 62-65 for the size classes 
of the entire corporate list without regard to industrial type, and from pp. 66-83 
for the size classes of the deficit category in each division and group — but must 
be estimated for the size classes of the income category in each division and 
group (see method of estimate below. Chapter XXVI ); h is f minus g; ; is sum 
of h and i; k is sum of / and / is half of m is g divided by /; n combines 
the I items of the two columns; 0 likewise combines the g items; p is o divided 
by n. Income corporations are those “with net income,” deficit corporations are 
those “with no net income.” 

• The annual publication in which the Treasury presents tabulations com¬ 
piled from tax returns. See, for example, page 72 of Statistics of Income 
for IQ34, Part 2. Washington: U.S. Treasury, 1937. 
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The denominator of the ratio here used is estimated from 
the aggregate equity, at the end of the calendar year,® com¬ 
prising the sum of preferred stock, common stock, and surplus, 
as tabulated, minus the tabulated deficit. The estimate con¬ 
sists of (i) applying to this year-end aggregate two adjust¬ 
ments which partially record the changes in equity during the 
year, and application of which partially converts the year-end 
figure to a beginning-year figure; and (2) averaging these two 
figures — that for the end of the year and that for the be¬ 
ginning — to obtain an estimated average equity for the year. 
The two adjustments are subtraction of the year’s net profits 
after taxes, and addition of the year’s cash dividends paid. The 
resulting average equity for the year — an imperfect estimate 
of the average, because the adjustments only partially account 
for changes in equity during the year — is the denominator of 
the ratio. This denominator differs from the basic concept pre¬ 
viously used in two important respects.^ The compiled figure 
is not here adjusted to the estimated “amount owned outside 
the corporate system,” because, with the size-class and other 
groupings examined in the present analysis, no satisfactory al¬ 
lowance— even by estimate — for corporate holdings in the 
equity of other corporations appears to be possible. Moreover, 
the estimated average-for-the-year equity, as here derived from 
the year-end balance-sheet figures, does not make even an esti¬ 
mated allowance for net new issues of equity securities during 
the year; because, in nearly all of the groups of classified data 
here studied, fully comparable balance-sheet figures for the be- 

* Fiscal year returns, however, include balance sheets for dates other than 
December 31, and these dates may range from the preceding July to the 
succeeding June. Likewise the income statistics as tabulated, though per¬ 
taining predominantly to the calendar year, include figures for each corpo¬ 
ration ^ving the major fraction of its fiscal year falling in the stated 
calendar year. This imperfect time classification of the data is not serious for 
the present analysis. Both sets of statistics also include part-year returns. 

* See “Corporate Earnings on Invested Capital,” pp. 344, 345, and 347. 
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ginning and end of a year cannot be secured for any one group 
of identical corporations. The allowance, however, for the 
year’s changes in equity due to earnings and dividend pay¬ 
ments does render the denominator as used preferable to 
straight year-end figures. 

The foregoing comments explain largely why the over-all 
results of the present study (Chart i) differ from those of the 
earlier study.® They indicate also important limitations on the 
present results, as precise measures of the rate of return on 
equity. But these qualifications do not appear to damage seri¬ 
ously the comparisons among groups or size-classes of corpora¬ 
tions, which constitute the main object of the present analysis. 
A further qualification — pertaining to differences among cor¬ 
porations, or from time to time, in the valuation of assets and 
in particular different practices respecting revaluation of assets 
— should be noted as impairing somewhat the comparisons 
made below among groups of corporations in any year or among 
different years. No adequate basis exists for appraising the 
degree of this impairment. Comments on this limitation on 
the data, and certain other limitations, appear in Chap¬ 
ter XXVIII. 

RATE OF EARNINGS, SPECIFIC SIZE CLASSES 

The data as tabulated in Statistics of Income are given sepa¬ 
rately for groups of corporations classified according to their 
size and on various other bases of classification. The criterion 
of size is total assets, as reported on the balance sheets ac¬ 
companying the corporation tax returns.® Although certain ob- 

'Itnd., p. 346, Exhibit V, Column 5. 

*Not all corporations filing tax returns submit balance sheets; but the 
great majority do so, and those which do not are mainly corporations having 
small net incomes or deficits. See “Corporate Earnings on Invested Capi¬ 
tal,” p. 340, footnote 10, and p. 347. The present analysis is necessarily 
confined to corporations filing balance sheets. 
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jections can be raised to a size classification based on this 
criterion, total assets can be accepted as a tolerably close 
measure of what is ordinarily implied by the size of an enter¬ 
prise. The nine specific classes are of unequal width: under 
SO, 50 - 100 , 100-250, 250-500, 500-1,000, 1,000-5,000, 5,000- 
10,000, 10,000-50,000, and 50,000 and over (by exception, in 
1936, 50,000-100,000, and a tenth class, 100,000 and over), in 
thousands of dollars. We will hereafter generally refer to each 
class, except the lowest and highest, by its lower limit. In plot¬ 
ting Chart I, points pertaining to each size class were located 
midway between the limits of that class; but for the top class, 
which has no stated upper limit, points were located at the ap¬ 
proximate average total assets per corporation for the corpo¬ 
rations in that class in each particular year.'^ 

A striking feature of the chart is that the six curves run 
nearly parallel through most of their course. This implies that 
the progressive relationship — by which the rate of return on 
equity rises as size increases — is not peculiar to any one year 
or stage of the business cycle. The chart includes years of 
substantial business recovery as well as deep depression, al¬ 
though it shows no year of high prosperity. For the six years 
shown, the progression of earning power with size is unmis¬ 
takable. Notable also is the systematic record of losses for the 
smallest size class, and a slightly less systematic adverse record 
for the next three classes in the scale of size. For none of the 
six years did the corporations with total assets below $50,000 
show a net profit on equity in their class aggregates, but we 
must not forget that many particular corporations within this 
class earned profits (see below. Chapter XXV). Other striking 

' The chart is plotted on a logarithmic horizontal scale, which shows the 
class widths not greatly differing from each other (on a percentage or ratio 
basis), whereas they are widely different on an actual dollar basis. More¬ 
over, such a scale results in plotting the “mid-point” — for example, 75,000 
for the 50,000-100,000 class — somewhat nearer the right than the left 
boundary of the class. 
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features of the curves include the very small advance in rate 
of return from the lo-million-dollar class to the top class for 
1934 and 1935, whereas the former class shows a fairly sharp 
advance above the next lower class; and the very slow advance 
in rate for 1936 above $250,000, with an actual decline in the 
top class. These observations must not be supposed to imply, 
however, that mere possession of assets somewhat below the 
top size offers a special opportunity for corporate success; the 
observed tendencies presumably reflect partly differences be¬ 
tween size classes as to their dominant lines of industry, upon 
which more will be said in following chapters. 

The differences in level of the six curves, together with their 
approximate parallelism, indicate that cyclical changes in busi¬ 
ness affect corporations of various sizes about equally. The 
cyclical decline from 1931, already depressed, to 1932 left its 
stamp on the earnings rate for every size class; and the succes¬ 
sive cyclical advances in 1933, 1934, 193s, and 1936 benefited 
all size classes. The close approach to parallelism, more¬ 
over, implies that these changes were approximately uniform 
in amount for most classes: a given cyclical change in busi¬ 
ness contributed an approximately uniform percentage of 
their total equity to the earnings rates of the various size 
classes. 

Exceptions to parallelism can indeed be found; for example, 
the curves diverge at the left end, and thus indicate that the 
earnings experience is somewhat more variable for the small¬ 
est corporations than for others. Only once in the chart do 
the curves cross; the 1933 rate is below the 1931 rate for the 
two largest size classes, but the reverse holds for all smaller 
classes. Thus 1933 had brought revival to a level above 1931 
for all classes except the two largest; for the two largest size 
classes 1933 remained less favorable than 1931, though better 
than 1932. This peculiarity also can probably be traced to 
those types of industry which predominate in the largest size 
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classes; for those types of industry — chiefly railroads, banks, 
oil companies, and certain manufacturers of heavy durable 
goods — the benefits of the cyclical revival were delayed until 
after 1933. 


TIME VARIATIONS 

Another view of the time comparisons is presented in Chart n, 
which shows figures from Chart 1 (the six-year record of rate 
of return on equity) for the 50-thousand-dollar class, the 10- 
million-dollar class, and all nine (ten in 1936) classes com¬ 
bined.® The selection of the two size classes is somewhat 
arbitrary; but is intended, while avoiding the lowest and high¬ 
est classes, to yield a contrast between very large and very 
small corporations. 

Each curve in Chart ii reflects the cyclical changes from 
1931 to 1936: a deepening of the depression in 1932, successive 
recoveries in 1933, 1934, 1935, and 1936. Nowhere do the 
curves cross; the curve for the large size class is in all years 
above the general curve for all classes combined, and the curve 
for the small size class is much lower. The lo-million-dollar 
class curve is in 1931-33 below the zero line, and the 50- 
thousand-dollar class curve is except in 1936 below the zero 
line. The giant corporations as a group — the top class, for 
which no curve is shown — had no net loss, even in the worst 
year of the depression; and the smallest corporations as a group 
(under 50 thousand dollars) had no net profit, even in the best 
year of the six. 

A surprising approach to uniformity between the two upper 
curves, in the annual amount of shift from one year to the 
next, bears upon a point already noted in connection with the 
approximate parallelism of the curves of Chart i. The cyclical 
decline into still deeper depression from 1931 to 1932 brought 

* To have shown all size-class curves on the chart would have confused 
the comparisons, without adding significant information. 
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a reduction of about two points (2 per cent of their respective 
equity) for the two curves. For these same curves, the 1932-33 
advance yielded a gain of about 1.5 points, the 1934-35 ad- 

CHART II 

Time Variations in Rate op Return, for all Corporate Industry 
AND Selected Size Classes * 

% 



vance yielded a somewhat larger gain, and the 1935-36 advance 
likewise yielded a gain, of nearly the same magnitude. In all 
but one of these annual movements the bottom curve showed 
wider shifts; and, in the 1933-34 movement, diversity rather 
than xmiformity appears among the three curves. These ob- 
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servations concerning approach to uniformity among the classes 
in their response to cyclical change are supported by the near 
parallelism in Chart i; but they should not be emphasized un¬ 
duly. They do strongly suggest, however, that cyclical fluctua¬ 
tions in business have about equal impact upon corporations 
of all sizes except the smallest. 

In studying the record of time changes in Chart ii and the 
shifts over time — differences in level — of the curves of 
Chart I, we must note that the figures for successive years are 
not exactly comparable; hence the year-to-year changes in the 
computed rate are not precise measures of the actual changes 
which would be reflected by strictly homogeneous data. In 
ordinary cases of the change from one year to another, this 
lack of comparability flows from the fact that the corporations 
in any one size class do not remain identical from year to year. 
Changes in the total assets of a particular corporation — 
through the earning of a surplus or deficit (after dividends and 
all charges) in the second year, issuance of new securities or 
any increase in debt, revaluation of assets or merger, or any 
other operation affecting total assets — may shift it from one 
size class to another. In ordinary years, such shifts are per¬ 
haps fairly numerous, but probably do not seriously impair the 
percentage figures. 

The case is much more serious for 1934 and, to a less extent, 
for 1935. The Revenue Act of 1934 denied the privilege of 
filing consolidated tax returns for all corporations except rail¬ 
roads.® On this account, most of the corporations which had 
filed consolidated returns for 1933 were obliged to file a sepa¬ 
rate return for each subsidiary in 1934. The number of con¬ 
solidated returns in 1933 and previous years had not been 

*The effect of this change in the law was reflected mainly in the data 
of 1934; but, as the change did not apply until their 1935 returns for cer¬ 
tain fiscal-year corporations, some effect was reflected also in 1935. See 
below. Chapter XXVII. 
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large; but, as the consolidated corporations were mainly huge 
companies, the amount of assets involved in the 1934 change 
was very great. Under the former law, the single return of a 
consolidated corporation would fall in a single size class, pre¬ 
sumably large; under the new law, the separate returns of its 
subsidiaries would fall in various size classes according to the 
respective amounts of their total assets. Moreover, the aggre¬ 
gate total assets of the subsidiaries as separately tabulated 
would be likely to exceed the total assets on a consolidated 
basis (see below, page 360). As a result, large changes from 
1933 to 1934, and to a less extent from 1934 to 1935, occurred 
in the make-up of the several size classes. As this set of 
changes was marked by shifts in the industrial make-up of the 
various size classes, the impairment of the percentages and 
other computed results — for comparisons of 1934 and later 
years with 1933 and earlier years, and for certain other com¬ 
parisons — may be rather serious.^® 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

The broad facts disclosed by Charts i and ii can not be ac¬ 
cepted as conclusive, but must be criticized by examination of 
further classifications of the data. Two such classifications 
yield helpful information: that according to type of industry 
(discussed in detail in later chapters), and that according to 
whether a taxable net income was or was not realized. The 
latter classification, which appears as a sub-classification in 
most of the Treasury data as classified on other bases (for ex¬ 
ample, with respect to size), divides corporations into two 
groups which we shall call income corporations and deficit 
corporations.^^ Large shifts between these two categories can 
and do occur from year to year. 

“ See “Corporate Earnings on Invested Capital,” p. 338, footnote 5. 

“ The criterion of classification here is the statutory net income — the 
figure on which the corporation’s normal tax was reckoned before the Act 
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The rates of return on equity for income corporations, as 
shown in Chart in for each size class in the several years, pre¬ 
sent a strikingly different picture from that shown graphically 


CHART III 

Rate of Return Compared with Size, for Income Category of all 
Corporate Industry* 
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in Chart i for income and deficit corporations combined. The 
systematic upward course of the curves there, as size increases, 
is replaced here by a much less regular downward tendency. 
For the income corporations, the rate of return tends to de- 

of 1936 — and, as this differs somewhat from our definition of net profits 
as used in the numerator of the ratio of profits to equity, some deficit 
corporations may have had net profits in our sense, and some income 
corporations may have had negative profits. These disparities are, how¬ 
ever, unimportant in the present analysis. Note, however, that the “deficit” 
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crease — though somewhat irregularly — as size increases. In 
all years the maximum rate for income corporations appears 
in the smallest size class; and in all years but 1931 the mini¬ 
mum rate appears for the largest size class. No such range of 
variation between maximum and minimum, however, appears 
in these positive ratios for the income corporations as for the 
general ratios of Chart i. (The scale of this chart exaggerates 
the variations, for income corporations.) We are forced to con¬ 
clude that the systematic upward course of the curves of Chart i 
is due entirely to the experience of the deficit corporations. 

This aspect of the situation is brought out in Chart iv, which 
presents rates of return obtained by taking simple averages of 
the six annual rates, for each size class (the top two classes 
for 1936 being combined) The upward course of the gen¬ 
eral curve, covering all corporations (income and deficit) com¬ 
bined, is fully accounted for, and more, by the striking and 
persistent advance in rate of return (reduction in negative rate 
of return) for the deficit corporations as we pass up the scale 
of size. This figure advances from below —39 per cent for the 
smallest size class to about —1.5 per cent for the largest; 
whereas the corresponding figure for the income corporations 
declines from nearly ii per cent to nearly 6 per cent.^* 

corporations actually had a positive rate of return, in the top size class in 
1934 and 193s (Table n). 

“ The use of simple averages of the annual rates implies that the list of 
corporations actually falling in any size class in any one year — and this 
is true separately for the income category and the deficit category, as well 
as for both combined — is an acceptable sample for appraising the earning 
power in that class in that year. Shifts of specific corporations from size 
class to size class, and from (to) the income category to (from) the deficit 
category, from year to year result in shifts in the make-up of the sample. 
See below, p. 389, for discussion of this point, and for reasons why weight¬ 
ing was not used. 

“A somewhat similar comparison, based upon a considerably different 
definition of rate of return, appears in The Eject of Size on Corporate 
Earnings and Condition, Harvard Business School, Business Research 
Studies, 8, 1934, pp. 14-17. 
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The full set of ratios, for all size classes separately, is not 
here presented graphically for the deficit corporations in spe¬ 
cific years; but Table n, giving the full set of rates, yields com¬ 
parisons similar to that of Chart iv for each of the six years. 

CHART IV 

Sdc-year Average of Rates of Return Compared with Size, for all 
Corporate Industry and Income and Deficit Categories * 



* Horizontal scale logarithmic. Data in Table B. See footnote to Chart i. 


Despite irregularities, the same broad indication appears: the 
upward course of the curves of Chart i results from a systematic 
tendency for the losses of deficit corporations to be far more 
severe — in terms of equity — for the small than for the large 
size classes. The joint effect of the tendencies observed in 
Chart III for the income corporations, and in Chart rv and 
Table n for the income and deficit corporations, is a very wide 
spread between the rates of return of income and of deficit 



TABLE II 

Rates or Return for all Corporate Industry * 


Class t 

1931 

1932 

1933 

1934 

1935 t 

1936 

0 . 

-19*31 

— 28.09 

-18.94 

-14.04 

-10.77 

-6.89 


11.98 

8.88 

8.81 

10.69 

11.48 

12.90 


—40.Q6 

-37^53 

-3I-5S 

-33-26 

-2g.9S 

-33-7S 

SO . 

-8.58 

-12.97 

-4*37 

-2.83 

— 1.24 

1.62 


8.04 

6.37 

7.10 

8.80 

9-58 

10.81 


-20.SQ 

-iS-73 

-8.86 

-12.75 

-11.77 

— 12.86 

100 . 

-5.74 

-9.36 

-4.25 

— 1.22 

.70 

3.79 


5.8$ 

6.12 

6.89 

8.S7 

936 

11.11 


-^5 77 


— 10.96 

— 10.03 

-9.50 

— 10.17 

250 . 

-4.48 

-7*03 

-2.99 

— .22 

I.8I 

4.52 


6.91 

6.10 

7.27 

8.41 

932 

10.32 


-J2.33 

— 11.69 

-9-39 

-5.J7 

-7-49 

-8.49 

Soo . 

-3*74 

-6.08 

— 2.07 

.24 

2.07 

4.76 


6.64 

5.99 

7.23 

8.23 

9.29 

10.0$ 


— io.2g 

-10.49 

-8.13 

-7-53 

-699 

-8.76 

1,000 . 

—2.91 

-4.59 

-1.86 

.97 

2.87 

5*24 


6.$2 

$.60 

6.82 

7.54 

8.88 

9.43 


-8.39 

—8.24 

-7.22 

-5-36 

-4.65 

— 7.02 

5.000 . 

-1.74 

-3*88 

-1.66 

1.21 

2.90 

5.48 


7.07 

5.91 

6.s6 

7.38 

8.11 

8.78 


-724 

—8.23 

- 7-39 

—5.00 

- 3-47 

-5-86 

10,000 . 

-.46 

-2.59 

-.73 

2.50 

4.29 

5*66 


6.98 

5.91 

6.77 

6.9s 

8 .$o 

8.40 


—6.02 

-6.54 

-6.61 

—2.46 

- 1-59 

-6.32 

$0,000 . 

2.13 

•30 

.88 

303 

4.33 

5*99 


7.03 

5.34 

4-6$ 

5.76 

6.91 

8.18 


-1.50 

-2.37 

- 1-95 

,08 

1-54 

- 4-55 

100,000 . 





... 

4.62 







S-96 







- 1-34 

Entire range of 

— .60 

-2.76 

-.81 

1.72 

3.42 

4*83 

size . 

7.03 

5.56 

5.77 

6.7s 

7-94 

7.81 


~S -94 

-6,57 

-S-4S 

- 3-^3 

— 1.90 

- 5-99 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
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corporations for the smallest size dass, and a progressive nar¬ 
rowing of this spread with increasing size of assets until the 
spread is very small for the top class. Suggested explanations 
of this narrowing spread have been given elsewhere,but a 
full understanding of the situation is by no means readily avail¬ 
able. A highly important implication, however, may be men¬ 
tioned now and will be treated in some detail below (Chap¬ 
ter XXV): the wide spread between the income and deficit 
curves for the lowest size class reflects a much greater disper¬ 
sion in earning power — range from very large rates of loss 
to very large rates of gain — among the corporations within 
that class than in the larger size classes. 

SUMMARY 

The foregoing analysis has brought out a remarkable ap¬ 
parent correlation between rate of return on equity and the 
size of corporations, as reflected by total assets. The larger the 
corporation the higher is the rate of return, on the average; 
and this relation holds, with surprising constancy, in each of 
the six years 1931-1936. The extreme variability in rate of re¬ 
turn from the smallest size class to the largest is, however, ap¬ 
proximately accounted for by the deficit corporations. These 
corporations by themselves show an even wider range in the 
rates of return (negative) from the smallest size class to the 
largest; whereas the income corporations have a remarkably 
steady rate of return (positive) from size class to size class, 
with some indication that the rate for income corporations is 
ordinarily higher for the small size classes than for the large. 

A considerable, but unknown, part of the variation in rate of 
return from size class to size class is almost surely accounted 
for by the fact that particular size classes are dominated by 
particular types of industry. The diversity in average rate of 
return among industries is strikingly wide, as we shall see, 

“TAe ESect of Size on Corporate Earnings and Condition, p. 15. 



RATE OF RETURN FOR ALL CORPORATIONS 33 

though these comparisons are somewhat impaired by the im¬ 
perfect industrial classification of corporations. These wide 
differences among industries, coupled with the considerable 
concentration of certain industries in particular size classes, 
perhaps explain an important fraction of the variation in rate 
among the size classes as disclosed by the record for the entire 
corporate system as presented in this chapter. Whether, for a 
given industry, variation in size is also accompanied by varia¬ 
tion in rate of return is the central topic of Chapters IV-XVIII. 



Ill 


LINES OF INDUSTRY 

The corporation statistics tabulated and published by the 
Treasury in Statistics of Income are, with few exceptions, classi¬ 
fied according to the major income-producing activity of each 
reporting corporation. The classification distinguishes — within 
the comprehensive total which covers all corporations without 
regard to type of industry — nine broad industrial divisions; 
and all but one of these are listed in the stubs of Table iii, which 
shows the comparative importance of the divisions. A further 
breakdown separates the corporations of the manufacturing 
division into groups — twelve in 1931-32, thirteen in 1933-35, 
and sixteen in 1936 — and these are listed in the stubs of the 
similar Table iv. The availability of these separate data for the 
industrial divisions and manufacturing groups renders possible 
a more detailed study than that of Chapter II, with a view 
to ascertaining whether the relations between size and earning 
power there found are characteristic of various types of 
industry. 


NATURE OF THE CLASSIFICATION 

The present and succeeding chapters apply, in fact, the 
methods of Chapter II to the analysis for each industrial divi¬ 
sion and manufacturing group. Before proceeding with this 
specific analysis of various lines of industry, however, we may 
well pause to inquire concerning the precision and validity 
of the industrial classification of Treasury data on corpora¬ 
tions. The main question at issue is whether the tabulated data 
for some industrial class — for example, textile manufactur¬ 
ing— truly represent the nation’s corporate business of that 
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category. Do the published data cover all corporate business 
of that type and no corporate business of any other type? ^ 
The actual assignment of a particular corporation to a specific 

TABLE III 

Importance of Each Industrial Division, Expressed as Percentage 
OF Total for All Nine Divisions Combined, in Terms of 
(A) Total Assets and (R) Total Compiled Receipts * 




I 9 ?l 

1932 

1933 

1934 

1935 

1936 

Agriculture . 

. A 

•7 

.8 

•7 

.8 

.7 

.6 


R 

4 

4 

•S 

.5 

.5 

.6 

Mining . 

. A 

3 4 

34 

34 

34 

3.1 

3-0 


R 

2.1 

2.1 

24 

2.4 

2.2 

2.2 

Manufacturing ... 

. A 

21.5 

21.1 

21-5 

17.4 

174 

17.9 


R 

41 4 

40.0 

42 .5 

41.0 

42.4 

43-9 

Construction .... 

. A 

.8 

.8 

.7 

.6 

.5 

.6 


R 

2.0 

1-7 

1.3 

1.2 

1.3 

1.5 

Public utilities t • 

. A 

244 

25.8 

25.7 

22.7 

21.9 

20.7 


R 

12.6 

13 s 

12.3 

II.I 

lO.I 

94 

Trade . 

. A 

6.0 

5.6 

5-8 

5.8 

5.8 

6.0 


R 

28.1 

28.4 

28.8 

32.S 

32.7 

32.1 

Service. 

. A 

2.2 

3.0 

2.8 

2.6 

2.8 

3.6 


R 

3-3 

3.7 

3-2 

3.3 

32 

34 

Finance . 

. A 

40.8 

39.5 

39-3 

46.7 

47.8 

47.5 


R 

lO.O 

10.2 

9.0 

8.1 

7.7 

6.9 


♦ A small nondescript “division” called “nature not given” is not shown in 
the table. 

The percentages are calculated from data in Statistics of Income^ for corpo¬ 
rations filing balance sheets, 
t Includes transportation. 

industrial class is determined by the “main income-producing 
business” of that corporation. The reporting corporation classi¬ 
fies itself, in response to a query in the form on which its tax 

‘We say “corporate business” because these statistics pertain only to 
corporations and obviously do not yield trustworthy indications for busi¬ 
ness done by partnerships or individual proprietorships. A separate ex- 
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return is filed. The main query of this sort on the form consists 
(except in 1931, when an equivalent t3q)e of query was used) 
of a schedule including the names of various lines of business 
activity, and requests the reporting corporation to check the 
name of that line in which its main income-producing business 
falls. A second query, on the face of the tax-return form, calls 
for the “kind of business”; and the response here is sometimes 
a supplementary guide to the Treasury in classif3dng the corpo¬ 
ration according to industrial type. In general, however, we 
may say with accuracy that each corporation classifies itself. 

We shall assume what is broadly true, that this reporting of 
classification is correct. But the issue, for analytical purposes, 
is not concerned with the question of accuracy of a statement 
of fact. It is concerned rather with the implication of the fact 
as stated. If each corporation in the entire corporate system 
were in truth engaged in only one line of business, there would 
be no issue — our tabulated data would then yield a tolerably 
accurate picture of corporate affairs in each separate line of busi¬ 
ness. The truth is, however, that many corporations are en¬ 
gaged in several lines of business and some corporations are 
engaged in many lines of business. And yet, if a corporation 
is engaged in more than one line of business, all of its accounting 
data reported on its tax return — both income account and 
balance sheet — are assigned to the single line of business re¬ 
ported as its main income-producing activity. 

Thus, even a small incorporated enterprise may be operating 
a filling station, a storage garage, an automobile repair shop, 
a taxi service, and an automobile sales agency. These activities, 
although somewhat related, obviously do not fall in one indus¬ 
trial class; and yet the tax return of that corporation would 
be assigned entirely to one class — the class in which the prin¬ 
cipal line falls. Or, consider a great corporation manufacturing 

amination of records for such businesses would be needed to show whether 
the findings here reported apply also outside the corporate area. 



TABLE IV 

Importance of Each Manufacturing Group, Expressed as Percentage 
OF Total for all Manufacturing, in Terms of (A) Total 
Assets and (R) Total Compiled Receipts * 


I93X 1932 1933 X934 X93S 1936 


Foods . A 

R 


Liquors t. A 

R 

Tobacco. A 

R 

Textiles . A 

R 

Clothing t . A 

R 

Leather . A 

R 

Rubber . A 

R 


Forest products ... A 
R 


Paper. A 

R 

Printing. A 

R 

Chemicals . A 

R 

Petroleum § . A 

R 

Stone . A 

R 

Metals . A 

R 

Automobiles .... A 
R 


Miscellaneous .... A 
R 


II -3 

11.6 

10.8 

21.2 

22.8 

20.7 



1.4 


... 

1-7 

1.8 

1-9 

1.8 

2.7 

3-2 

2.7 

7.8 

7 -S 

8.0 

11.9 

12.1 

13-2 

1.4 

1.4 

1.4 

2-5 

2.6 

2.8 

2.0 

2.1 

2.0 

1.9 

2.0 

2.0 

4-5 

4.6 

4.4 

3-0 

2.7 

2.8 

3.8 

4.0 

4.0 

2.9 

3.2 

3*3 

4.8 

5-0 

4.9 

5.1 

5.5 

4-7 

23.2 

22.9 

22.8 

16.7 

20.2 

17.8 

3-4 

3-3 

3-2 

2.4 

2.1 

2.0 

32.6 

32.6 

32.1 

26.4 

20.5 

23.3 

3-3 

3-2 

3.1 

3-3 

31 

2.9 


II.O 

10.8 

10.7 

20.4 

193 

18.3 

1.8 

1.9 

2.3 

2.6 

2.8 

2.9 

2.0 

1.9 

1.9 

2.6 

2.3 

2.2 

8.6 

8.6 

6.9 

12.8 

12.3 

8.0 


... 

1.6 


... 

4.0 

1.4 

1*5 

1.5 

2.5 

2.4 

2.3 

2.2 

1.8 

1.8 

1.8 

1.6 

1*7 

4*5 

4.2 

4 .x 

2.7 

2.7 

3*1 

4.2 

4.2 

4.0 

3-2 

3*1 

3.0 

4.4 

4.4 

4.4 

4.4 

4.2 

3*9 

20.8 

2 I.I 

7*9 

16.0 

15*5 

6.8 

... 


12.4 


... 

7*9 

35 

3*6 

3.6 

2.0 

2.1 

2.4 

32.6 

33.0 

28.2 

26.1 

28.4 

22.1 

... 

... 

5.7 

... 

... 

8.5 

30 

3.0 

3.0 

3.0 

3.0 

2.8 


’^Percentages calculated from data in Statistics of Income^ for corporations 
filing balance sheets. 

t Included in foods, 1931-33. $ Included in chemicals until 1936. 

t Included in textiles until 1936. H Included in metals until 1936. 
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steel products. It may operate iron-ore mines, limestone quar¬ 
ries, coal mines, railroads, steamship lines, and manufacture 
crude iron and steel and various rolled and fabricated steel 
products as well as cement and numerous chemical by-products. 
Nevertheless, the entire account for this complicated enter¬ 
prise, provided it is a single corporation, would be tabulated 
in one industrial class. We therefore conclude that the Treas¬ 
ury statistics for any one industrial class may run to excess 
because corporate business actually done in other industrial 
lines is covered into that class, and may run short because 
corporate business actually done in that line is covered into 
other classes. To what extent these two tendencies offset each 
other, for any particular class in the tabulations, and to what 
degree the net error thus introduced destroys the pertinence of 
the tabulated data for study of the economic facts about the 
line of business which the particular class by implication repre¬ 
sents, are questions upon which we have no clear evidence.® 
The probable degree to which the two tendencies are offset de¬ 
clines, of course, as we consider specific classes of corporations 
in which the number of corporations included becomes very 
small. 

We can have considerable faith, based upon general knowl¬ 
edge as to the organization of industry, that these classification 
imperfections do not seriously damage the data for some of the 
industrial classes; and we can also be confident that, with the 
abandonment of consolidated returns following the Revenue 
Act of 1934, the industrial classification is now more precise 
than formerly. Furthermore, the very differences among classes, 
as to the relations between size and earning power and also cer¬ 
tain other relations not examined in this book, suggest that the 
industrial classification though not precise is highly significant. 

'Partial evidence, however, is afforded by the changes in tabulations 
apparently resulting from the abandonment of the privilege of filing con¬ 
solidated tax returns. See below, Chapter XXVII. 
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We shall in the main assume that the imperfections in classifica¬ 
tion can be ignored for the purposes of this analysis — we 
shall assume that the tabulated data for each industrial class 
rest upon a tolerably good sample of corporate activity in that 
particular line. 


CONSOLIDATED RETURNS 

Of special consequence, as respects industrial classification, 
was the former privilege of filing consolidated tax returns. For 
many years, prior to 1934, successive revenue acts had per¬ 
mitted the filing of a single consolidated return by any closely 
affiliated group of corporations. The limitations on this privi¬ 
lege were not exactly invariant from one revenue act to another, 
but no change of large significance had been made.’’ The obvi¬ 
ous advantage of this privilege, from the point of view of the 
corporation, was that in the consolidated return losses experi¬ 
enced by some subsidiaries could be offset against profits of 
other subsidiaries with a consequent reduction in tax liability 
of the entire affiliated group. Moreover, this arrangement recog¬ 
nized for tax purposes the business fact that the affiliated 
group was, from the point of view of financial risks taken by 
the owners and frequently also from the business-administrative 
point of view, a single entity. 

The extension of this consolidated-return privilege necessarily 
implied that the Treasury received a smaller total income tax 
from corporations than would have been the case if each corpo- 

* A fairly typical provision was Sec. 141(d) of the Act of 1928, reading: 
Definition of “affiliated group.” — As used in this section an “affiliated group” 
means one or more chains of corporations connected through stock ownership 
with a common parent corporation if — 

(1) At least 95 per centum of the stock of each of the corporations 
(except the common parent corporation) is owned directly by one or more 
of the other corporations; and 

(2) The common parent corporation owns directly at least 95 per centum 
of the stock of at least one of the other corporations. 

As used in this subsection the term “stock” does not include nonvoting stock 
which is limited and preferred as to dividends. 
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rate legal entity in the group had been required to file a separate 
tax return. On the basis of the separate returns, each sub¬ 
sidiary showing in any particular year a profit, in the sense 
of statutory net income, would have been taxed on that amount; 
and the subsidiaries showing losses would merely have been 
non-taxable, and would have effected no reduction of the tax¬ 
able net income of the profitable subsidiaries. In view of these 
facts, the necessities of raising Federal revenue in the depths of 
depression could not fail to suggest the withdrawal of a privi¬ 
lege which, however logical from business and economic points 
of view, appeared to be depriving the Treasury of possible 
revenue. The first step was taken in the Revenue Act of 1932 
and extended through tax provisions in the National Industrial 
Recovery Act of 1933, in the form of a differential tax rate dis¬ 
advantageous to corporations filing consolidated returns — a 
“charge” was imposed by the government for this “privilege.” * 
But a far more drastic step was taken in the Revenue Act of 
1934, by which the privilege was completely withdrawn, except 
for railroads.® This drastic change, along with its other and 
highly important consequences, had far-reaching effects upon 

‘Pertinent portion — Sec. 218(e)—of the N. R. I. A. of 1933 reads: 
Effective as of January i, 1933, section 141 (c) of the Revenue Act of 1932 
is amended by striking out “except that for the taxable years 1932 and 1933 
there shall be added to the rate of tax prescribed by sections 13 (a), 201 (b), 
and 204 (a), a rate of three fourths of i per centum” and inserting in lieu thereof 
the following: “except that for the taxable years 1932 and 1933 there shall be 
added to the rate of tax prescribed by sections 13 (a), 201 (b), and 204 (a), a 
rate of three fourths of i per centum and except that for the taxable years 1934 
and 193s there shall be added to the rate of tax prescribed by sections 13 (a), 
201 (b), and 204 (a), a rate of i per centum.” 

®The withdrawal applied first in 1934 to all corporations — other than 
railroads — filing calendar-year returns for 1934; but, for those filing fiscal- 
year returns after June 30 and before the end of 1934, it did not apply 
until the following year although the penalty rate differential imposed upon 
these 1934 fiscal-year returns was further increased by per cent. For 
fiscal-year returns filed after December 1934, the withdrawal went into 
effect at once. Even for the railroads, the consolidated return can now 
cover only common carrier subsidiaries, and not other subsidiaries. 
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the industrial classification of corporate industry with which 
we are here concerned. 

The former great importance of the consolidated returns in 
the entire structure of corporations is brought out in Tables v 
and VI. Despite the small number of these returns — less than 

TABLE V 

Percentage Relation of Consolidated Corporations to all 
Corporations, for Each Division "■ 

In terms of 

In terms of gross income total assets 

1931 1932 1933 1933 


Agriculture. 33.0 31.1 32.0 24.6 

Mining . 60.8 56.1 S9.3 54.1 

Manufacturing . 56.7 49.2 46.3 56.0 

Construction . 15.5 15.6 13.7 27.4 

Public utilities . 84.9 68.9 69.0 72.8 

Trade . 27.6 21.5 19.1 24.9 

Service . 34.3 27.9 26.7 28.0 

Finance. 21.7 19.0 17.2 21.3 

All combined t . 46.7 39.6 37.9 43.6 


♦ Calculated from data in Statistics of Income for 1931-33, for columns 1-3; 
same, issues for 1933-34, for column 4. Gross income is for all income tax re¬ 
turns, total assets for those with balance sheets. 

t Includes “nature not given,” which is not shown here separately. 

10,000 out of a total of nearly a half million for the entire cor¬ 
porate structure — their share of corporate gross business, as 
roughly measured by gross income 1931-33, and of total assets 
in 1933 was strikingly large. For all lines of industry combined 
this share ran above one third in each year shown, and the 
share was much higher for some divisions and manufacturing 
groups.® When we bear in mind that aU the business of the 

* I have discussed the importance of the consolidated returns for earlier 
years elsewhere, from a somewhat different point of view. See Quarterly 
Journal of Economics, May, 1933, pp. 414-448. 

Gross income differs somewhat from total compiled receipts, used as a 
criterion in Tables ra and iv. See below, p. 67, footnote 2. 
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various subsidiaries of a particular consolidated return had to 
be classified in a single industrial category, determined by the 
principal line of business of the complete system, we see that 
the privilege of filing consolidated returns resulted in an indus¬ 
trial classification of corporate statistical data which was un- 


TABLE VI 

Percentage Relation of Consolidated Corporations to all 
Corporations, for Each Manufacturing Group * 



1931 

In terms of gross income 
1932 

1933 

In terms of 
total assets 

1933 

Foods . 


53-7 

S 2 .I 

46.1 

Liquors t . 

. 

. . . 

22.1 

28.8 

Tobacco . 

. 35-0 

9-5 

91 

9 -S 

Textiles. 

. 23.4 

16.0 

15.6 

21.0 

Leather . 

. 44*1 

24.0 

21.0 

27.S 

Rubber. 

. 82.6 

82.8 

77.6 

83.7 

Forest products . 

. 29,8 

26.2 

27.4 

39-6 

Paper. 


33-9 

31.8 

53-3 

Printing . 


28.3 

28.1 

46.8 

Chemicals. 

. 79-2 

76.6 

70.6 

78.8 

Stone . 

. 4 SS 

31.8 

3I.I 

32.0 

Metals. 

. 65.7 

S 7-9 

574 

62.6 

Miscellaneous . 

. 382 

36.7 

330 

44.2 


♦ Calculated from data in Statistics of Income for 1931-33, for columns 1-3; 
same, issues for 1933-34, ioi column 4. Gross income is for all income tax 
returns, total assets for those with balance sheets, 
t Included in foods, 1931-32. 

avoidably imperfect. The data of a particular industrial class 
were augmented by the inclusion in that class of subsidiaries 
whose business properly belonged in other classes, and data for 
those other classes were correspondingly deficient. 

We see further that the abandonment of the privilege in 1934 
must have tended to purify the industrial classification, by 
bringing about the assignment of these subsidiaries to industrial 
classes in which they more properly belonged. Such a purifica- 
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tion was by no means complete; for, as indicated above, if a 
subsidiary itself — though a single corporate legal entity — 
were engaged in several lines of business, all of its data must 
nevertheless be assigned to the single class reflecting its prin¬ 
cipal line of business. The purification was, however, undoubt¬ 
edly substantial; and industrial-class data for 1934 and later 
years are probably more dependable than those of earlier 
years.'^ Moreover, the statistical data for a particular industrial 
class are not truly homogeneous over the 1931-36 period — 
the make-up of the class may have been extensively changed 
in 1934. (On this and related points, further comments are 
made below. Chapter XXVII.) 

The foregoing points would be of slight significance if the 
consolidated returns had pertained to corporations of small or 
average size. But Tables v and vi emphatically show that the 
consolidated returns, since their number was very small, repre¬ 
sented in the main very large enterprises. Hence, any re¬ 
assignment of their subsidiaries among industrial classes could 
not fail to work very large changes in the industrial classifica¬ 
tion of the entire corporate system. Because the consolidated 
returns had been particularly numerous or important in certain 
lines of industry, these changes were especially significant in 
those lines (see below, page 374)- 

INDUSTRIAL DIFFERENCES IN RATE OF RETURN 

The rate of return on equity, calculated by the method de¬ 
fined in Chapter II and illustrated in Table i, varies from in¬ 
dustry to industry. Average rates of return for all corporations 
— without regard to size — are shown for each industrial divi- 

’ We may assume, however, that the abandonment of the consolidated- 
return privilege furnished an incentive toward actual merger into a single 
corporate entity of a group of subsidiaries formerly covered by a con¬ 
solidated return. By such an operation, the tax advantage of offsetting 
losses against gains might still be enjoyed. To the extent that this opera¬ 
tion has been used since 1934, the purification is nullified. 
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sion and manufacturing group in Table vn. In each year notable 
differences appear among the several divisions, and among the 
several manufacturing groups; and the course of variation from 
year to year differs among the divisions and groups. In 1932, 
the bottom year of the depression, the rate for public utilities 
was actually positive, while those for all the other divisions 
were negative and ranged to below —9 per cent (for service). 
In 1936, the most favorable year shown, the rate for service 
remained negative; but rates were positive for all other divi¬ 
sions, and ranged to nearly 8 per cent (for manufacturing). 
Rates for agriculture, construction, trade, and service dropped 
very low in the depression; but the timing of movement in de¬ 
pression and recovery differed greatly among these divisions. 
The 1932 drop was particularly severe for construction and 
service, whereas the agriculture and trade ratios had more 
nearly reached bottom in 1931. Recovery following 1932 was 
fairly prompt for trade, but was delayed for the other three divi¬ 
sions now under notice, and even 1936 did not restore a posi¬ 
tive rate for service. Among the other divisions, manufacturing 
followed a course largely parallel to the aggregate, though 
one marked by more intense fluctuation; finance did not reach 
its low point until 1933, but thereafter followed the general 
pattern of recovery; mining showed a nearly steady rate 
1931-33 and, after a sharp advance in 1934, a nearly steady 
rate also for 1934-35; and the rate for public utilities, after 
reaching its low point — which was still positive — in 1933, 
advanced slowly and was in 1936 only slightly higher than in 
1931 - 

Diversity likewise appears among the group rates, shown in 
the lower section of the table. Even at the worst of the de¬ 
pression, rates remained positive for foods, chemicals, and 
tobacco; and for tobacco a remarkably sustained high rate, ex¬ 
cept for a sharp dip in 1933, appears throughout. Metals showed 
an exceptionally violent fluctuation, but its course was largely 
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TABLE VII 

Rates of Return for all Corporations,♦ Each Division, and Each 
Manufacturing Group 



1931 

1932 

1933 

1934 ** 

193s 

1936 

Aggregate . 

-.60 

— 2.76 

-.81 

1.72 

3.42 

4.83 

Divisions: 

Agriculture. 

-512 

“S-6i 

— 2.91 

— 3.21 

.91 

2.14 

Mining . 

1 

00 

— 2.71 

-2.39 

.63 

•73 

2.03 

Manufacturing . 

-.96 

- 3-45 

.68 

3.01 

5.68 

7-94 

Construction ... 

-.86 

- 7-34 

-S.18 

- 2-95 

— .22 

3.30 

Public utilities .. 

2.29 

.67 

45 

1.47 

1.57 

2.69 

Trade . 

-4.19 

—6.90 

-.25 

3.05 

4-37 

7.16 

Service . 

-2.18 

-944 

— 8.52 

-S.52 

-4.07 

-.54 

Finance . 

— I.IO 

- 3-18 

-3.32 

I.41 

3.68 

3.98 

Groups: 

Foodst . 

2.42 

.26 

3.84 

6.13 

7-35 

7-52 

Liquors t . 

... 

. . . 

9-35 

11.46 

12.26 

16.57 

Tobacco . 

13-65 

1329 

5.87 

10.50 

12.15 

12.83 

Textiles t . 

—6.10 

-7.64 

2.80 

•38 

1.95 

5.36 

Leather . 

- 3-32 

-6.26 

369 

2.82 

6.14 

5.20 

Rubber. 

- 2.39 

— 4.08 

.59 

2.75 

3-75 

6.69 

Forest products . 

- 7-94 

-9.70 

- 3-77 

— 2.92 

-•74 

2.74 

Paper . 

-49 

- 3-32 

.83 

3.06 

398 

5-38 

Printing . 

2.41 

—83 

1.09 

3.68 

6.46 

7.98 

Chemicals § .... 

1.08 

•38 

1.28 

3-73 

5.88 

6.93 

Stone . 

— 1.92 

-5-82 

— 1.40 

1.64 

4.01 

7.62 

Metals H . 

-1.97 

—6.10 

-.95 

2.27 

6.34 

948 

Miscellaneous 

manufacturing 

-4.13 

1 

bo 

-2.58 

2.71 

6.77 

9.10 


♦ The aggregate includes “nature not given,” not shown separately here, 
t Beverages included in foods in 1931-32, in liquors 1933-36. 
t Includes clothing, which was separated in 1936. 

§ Includes petroleum refining, which was separated in 1936. 

11 Includes motor vehicles, which was separated in 1936. 

See third footnote to Table ix. 

parallel to that of the aggregate. Negative rates persisted for 
forest products until 193s, and even 1936 brought only a 
moderate positive figure for this group. 

Other interesting diversities among the groups and divisions 
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can be discovered in the table. Enough has been said to empha¬ 
size the differences in average rate among lines of industry, 
and therefore to suggest that the observed differences in rate 
among size classes, noted in Chapter II, may arise in part at 
least from partial concentration of particular industries in par- 

CHART V 

Six-year Averages of Rates of Return, for all Corporate Industry 
AND Selected Industrial Divisions ♦ 


% 



* Horizontal scale logarithmic. Data in Table B. See footnote to Chart i 
and third footnote to Table ix. 

ticular size classes. Later chapters will give further attention 
to this point; but for the moment diverse levels of rate and 
diverse fluctuations in rate, as among lines of industry, can be 
accepted as established.® 

Turning now to the record which makes distinctions accord- 

® For further discussion of this diversity, with attention to a somewhat 
longer period of time and suggestion of a specialized measurement of the 
profit on capital actually devoted to selected lines of industry, see ‘‘Cyclical 
Changes in Corporate Profits,” Review of Economic Statistics, May, 1939, 
pp. 49-61. 
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ing to size, we introduce first a six-year summary figure show¬ 
ing the rate of return on equity for each size class. This merely 
consists in averaging the six rates of return for 1931-36, for 
any particular size class (see above, page 29). Carrying this 
out for the aggregate of all corporations without regard to in- 

CHART VI 

Six-year Averages of Rates of Return, for all Corporate Industry 
AND Selected Industrial Divisions * 

% 



* Horizontal scale logarithmic. Data in Table B. See footnote to Chart i. 


dustrial class, yields a kind of average of the six curves of 
Chart I, and the result is shown in the heavy curve of Chart v. 
This curve shows the average relation between size of enter¬ 
prise and rate of return over the six-year period. (To some ex¬ 
tent, the cyclical and other short-time variations have been 
averaged out.) Certain technical and theoretical limitations 
upon this summarization are discussed in some detail below 
(Chapter XXVIII), and are mentioned here merely by remark¬ 
ing that they probably do not seriously damage the significance 
of the resulting curve. 

The other curves of Chart v were similarly obtained for the 
four divisions of industry engaged mainly in producing physical 
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commodities. Chart vi makes similar comparisons for four 
divisions representing mainly the provision of services; Charts 
vn and vm compare curves for selected manufacturing groups. 
Although following chapters will examine in detail the size- 
variation in rate of return for each year separately for the 


% 

no 


0 


-10 


-20 


* Horizontal scale logarithmic. Data in Table B. See third footnote to 
Table ix. 

various divisions and groups, these six-year summaries recorded 
in the four charts yield highly suggestive indications of the 
diversity among lines of industry as to the way in which rate 
of return varies with size of corporation. Although notable 
similarities exist among the curves, the diversities are suf¬ 
ficiently striking to leave no doubt that the change of earning 
power with size is non-uniform among industries. 

The heavy curve of Chart v, which reproduces the “All” 
curve of Chart iv, shows the general relation between rate of 
return and size for all corporations without regard to line of 


CHART VII 

Six-year Averages of Rates op Return, for Selected Manu¬ 
facturing Groups * 
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industry. The main features have already been noted in the 
preceding chapter: a negative and very low rate for the smallest 
size class, a sharp advance in rate in the next higher classes, 
the appearance of positive rates in the middle of the size scale 
accompanied by a slackening in the rate of advance with in- 

CHART VIII 

Six-year Averages of Rates of Return, for Selected Manu¬ 
facturing Groups * 

% 



creasing size,® and a gradual but uninterrupted advance in the 
right portion of the curve. 

Examination of Charts v and vi shows numerous differences 
among the divisions. A general point of difference between the 
two charts is that the curves of Chart v diverge at the left, 

• The slackening in the pace of advance would appear even more prom¬ 
inently if the horizontal scales of the charts were natural, and not loga¬ 
rithmic. On a natural scale, the distance between pairs of plotted points 
would increase very greatly in passing to the right; and the line segments 
joining pairs of plotted points would be correspondingly flattened, and in¬ 
creasingly so toward the right end. We may say therefore that the rate of 
increase in rate of return per $1000 of assets is very slight indeed every¬ 
where to the right of 100 or 250 thousand dollars. 
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while those of Chart vi diverge at the right. Several instances 
of downturns at the right appear among the divisions, and the 
most striking case is that of service. 

Examination of Charts vn and vni likewise reveals numerous 
differences, some of them striking, among the curves. We do 
not, however, propose to discuss the peculiarities of the curves 
of any of these four charts at this point. After the divisions are 
examined in detail in the following chapters, summary com¬ 
parisons among the manufacturing groups will appear in Chap¬ 
ter XII, and among the divisions in Chapter XIX. For the 
present. Charts v-viii indicate sufficient differences among divi¬ 
sions and among groups to suggest the possibility that differ¬ 
ences among size classes, as to the dominant line of 'industry, 
may contribute to the relation between rate of return and size 
observed in Chapter II. 



IV 


MANUFACTURING DIVISION 

Among the nine broad industrial divisions into which the 
corporation data of the Treasury are classified, the most im¬ 
portant— in terms of a rough measure of gross operations — 
is manufacturing. Using total compiled receipts as a measure, 
the manufacturing division’s percentage of the total for all 
corporations ranged between 40.0 and 43.9 in the years 1931-36 
(Table iii). If total assets were taken as a measure of impor¬ 
tance, the public utilities and finance divisions would stand 
ahead of manufacturing; but as in each of these cases special 
reasons account for the very high assets figure, the total receipts 
figure appears to be more satisfactory as a measure of impor¬ 
tance. On this basis we may say that manufacturing amounted 
to about two fifths of the entire corporate system in each recent 
year. 


PRECISION OF CLASSIFICATION 

The manufacturing division not only includes a wide range 
of manufacturing business, as indicated only in broad terms by 
the titles of its groups (stubs of Table iv). It also, because of 
integration of a particular manufacturing corporation — reach¬ 
ing backward to its supplies of materials and transportation 
and like services, or forward to its distribution outlets — and 
because of the practical limitations upon the classification of 
corporations by industry (already noted, page 34), affords in 
some sense a sample of a much broader range of business activi¬ 
ties. This aspect of the case is probably much less significant 
since the abandonment of consolidated returns, but even an un¬ 
consolidated return of a single corporate entity can cover activi- 
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ties in a wide range of types of business. On the extent of this 
coverage of non-manufacturing business in the data for the 
manufacturing division, we have no adequate evidence; but we 
must bear in mind that the data for the division, though prob¬ 
ably highly representative of actual manufacturing conditions, 
constitute a somewhat confused and imperfect sample. 

Even in 1935, when the effects of the consolidated returns 
may be taken as completely eliminated from the data of all divi¬ 
sions except public utilities (which includes the carriers still 
permitted to file consolidated returns), the depletion charges 
for the manufacturing division were 127 million dollars whereas 
they were only 189 million dollars for the mining division and 
6 million dollars for the agriculture division.^ These results 
are clear indication that manufacturing corporations carried 
on well over half as much activity in the extractive industries 
as did those corporations actually classified in mining and agri¬ 
culture (which covers also forestry). No similar data enable 
us to test with the same conclusiveness the coverage of the 
manufacturing data in other areas — for example, trade, con¬ 
struction, service, or finance. 

The confusion due to integration no doubt works in both 
directions: some manufacturing activities are covered in other 
divisions and fail to enter into the figures as tabulated for the 
manufacturing division. We have no clear evidence of the ex¬ 
tent of this inverse error, or as to which other divisions spe¬ 
cifically cover manufacturing operations in their data. We may 
not even say with assurance that these inverse errors —coverage 
of manufacturing activities in other divisions — about offset 
the direct errors — coverage of other activities in the manu¬ 
facturing division. That the manufacturing data as they stand 

*Tbese figures are for returns with balance sheets—pages 52-33 of 
Statistics of Income for 1935, Part 2. For all corporations, including also 
returns not accompanied by balance sheets, corresponding figures were 128 
for manufacturing, 198 for mining and 6 for agriculture— ibid., page 40. 
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cover the great bulk of manufacturing operations and only a 
moderate fraction of other activities can, however, be taken for 
granted. We may perhaps summarize by saying that the manu¬ 
facturing data reflect jointly a dominant element, representing 
incomplete but very large coverage of manufacturing activities, 
and a subordinate element, representing a small and irregular 
sampling of all other corporate industry. 

VARIATION OF RATE WITH SIZE 

The calculated rates of return on equity for different size 
classes among manufacturing corporations are shown, for each 
of the years 1931-36, in Chart ix (similar in form to Chart i, 
for all corporations without regard to industrial type).® The 
same general features appear here as were observed in Chart i: 
the rates for small corporations are in most years very low 
(large negative numbers); the curves rise generally with in¬ 
crease in size, the rise being sharp for passage from smallest 
to moderate-sized classes; the six curves run generally parallel 
to each other; there is no intersection between any pair of 
curves, although 1931 and 1933 curves practically meet at their 
right ends. Certain broad differences appear, however: the 
spread among the curves is greater, particularly at the left, than 
in Chart i; the parallelism is not so nearly complete as in 
Chart I, particularly because here the 1933 curve has a longer 
range which is nearly horizontal; somewhat more numerous 
and considerable differences in direction among the curves, 
in their passage from size class to size class, appear here to the 
right of 500 thousand dollars. But the similarities to Chart i 
are more striking than the differences; and, although similarity 
may be partly due to the substantial fraction which manufac¬ 
turing constitutes of the total, it would easOy have been pos- 

‘In calculating the rate of return for this and other divisions, and for 
groups discussed later, taxes paid by size classes had to be estimated (see 
below, Chapter XXVI), before following out calculations such as in Table i. 
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sible for peculiarities in divisions other than manufacturing 
to render the total curves of Chart i notably different from the 
manufacturing curves of Chart ix. Pending examination of 
other divisions to ascertain whether they do in fact exhibit 
marked peculiarities, we can only regard the similarities as re- 

CHART IX 

Rate of Return Compared with Size, for Manufacturing Division ♦ 
% 
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markable. Manufacturing corporations have roughly the same 
relation between rate of return and size as all corporations. 

Here again we observe that rates of return for the lowest 
size class remained negative even in 1936, the most prosperous 
year shown. But the rate for the highest class, although it 
remained positive in all other years, did fall below zero for 
1932, the year of deepest depression. A striking feature of 
Chart IX is that only the curves for 1931,1932, and 1936 show 
considerable variation to the right of 500 thousand dollars: for 
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1933-35, variation of rate of return with size is very narrow 
for all moderate and large size classes. The situation differs for 
1931 and 1932: advance of rate continues, though somewhat 
irregularly, all the way up the size scale; and a particularly 
sharp advance appears in passing to the highest class. The obvi¬ 
ous implication is that the largest manufacturing corporations 
had an exceptional capacity for resisting the depression’s ad¬ 
verse influence on earnings. For 1936, advance in rate con¬ 
tinues to the s-million-dollar class, and a substantial drop 
occurs in the top class. 

Some of these differences in rate, as among size classes, may 
reflect differing concentration of types of manufacturing in 
different size classes. Just as we suspected the apparent rela¬ 
tion between rate of return and size in Chart i of being suscep¬ 
tible of partial explanation by observing that certain major 
lines of industry — certain industrial divisions — might make 
up disproportionate shares of certain size classes, so here we 
suspect that different kinds of manufacturing — having differ¬ 
ent typical rates of return — may be concentrated in different 
size classes. Until we have examined the evidence on specific 
groups (see specifications in Table rv), in succeeding chapters, 
this possibility can not be fully discussed. For the present, we 
merely make a general reservation: the apparent relation be¬ 
tween rate of return and size as shown in Chart ix may reflect, 
not the effect of size on earning power, but largely the effect of 
typical differences in rate among lines of manufacturing activity. 

TIME VARIATIONS 

In order to bring out more clearly the year-to-year variations 
in rate of return. Chart x (similar in form to Chart n, for all 
corporations) shows the annual course of change in rate for all 
manufacturing corporations, for a small size class — 50-100 
thousand dollars — and for a large size class — 10-50 million 
dollars. In all years except 1935 and 1936 the curve for the 
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small class remained far below zero; even in the best year, 
1936, these corporations as a group enjoyed only moderate 
profits. This does not imply, however, that many small manu- 

CHART X 

Time Variations in Rate of Return, for Manufacturing Division 
AND Selected Size Classes ♦ 

% 



factoring corporations may not have had high positive net 
earnings in 1936 and that some such corporations may not have 
had profits even in so bad a year as 1932 (see below. Chap¬ 
ter XXV). We are dealing here with a composite figure for 
each size class; and, in so far as some corporations within the 
lowest class may have had positive earnings in any of the 





MANUFACTURING DIVISION 57 

years 1931-34, others must have had even greater losses than 
those implied by the class rate figure. 

Another notable feature of the curve for the small size class 
is that it fluctuates more widely than the other curves of the 
chart. The response of these small corporations to the business 
cycle is substantially greater than that of corporations in the 
larger size class, and cyclical intensity is even greater for the 
very lowest size class (not shown in the chart). The minimum 
cyclical response (not shown in the chart) is for the highest 
class; but examination of the record (Table ix) reveals that 
nearly all other classes have the narrower cyclical response 
shown for the one large size class in Chart x. The case for the 
very low size classes is, in other words, quite exceptional. There 
is again the possibility that this differential cyclical response 
according to size may result from concentration of certain t3q)es 
of manufacturing in particular size classes: those types pe¬ 
culiarly subject to the cycle may predominate in the lowest 
size classes. 

The very wide fluctuation in rate of return for the lowest 
class should not be allowed to divert attention from the sharp 
cyclical responsiveness even of the highest class. For this class 
in the manufacturing division, the rate ranges from just under 
zero in the deep depression of 1932 to well over seven (nine, for 
the so-ioo-million-dollar class) per cent in the recovery year 
— not a year of high general prosperity —1936. This is a dis¬ 
tinctly wider range than that shown for the highest class of all 
corporations (Table 11). The profitability of even these largest 
manufacturing concerns, many of which may be highly inte¬ 
grated enterprises, is seriously affected by cyclical movements 
in general business conditions. We shall see in succeeding 
chapters that, within the manufacturing division, particular 
lines of manufacturing show various degrees of response to the 
cycle, and that these differences vary somewhat from size class 
to size class. The curves of Chart x are in a sense the average 
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results of combining these diverse particular branches of manu¬ 
facturing. To infer from these average results pertaining to 
the entire manufacturing division like results for a particular 
line of manufacturing is unwarranted. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

Using separate tabulations in Statistics of Income for corpo¬ 
rations which do and those which do not have an income sub¬ 
ject to tax — categories which we call income and deficit 
corporations, respectively — an interesting contrast between 
income and deficit corporations, as respects the relation between 
rate of return and size, can be worked out. Chart xi presents 
the size variation in rate of return in each of the six years for 
the income corporations alone (in the same form as Chart m, 
for all corporations). The most striking feature of the chart is 
that, despite irregularities in each curve and extensive lack of 
parallelism among the curves, these curves slope downward to 
the right. In general, for income corporations in the manu¬ 
facturing division, rate of return diminishes as size increases. 
This finding is in accord with that of Chapter II (particularly 
pages 27-29) for all industrial divisions combined. The in¬ 
escapable inference from a joint consideration of Charts ix 
and XI is that all of the upward-to-the-right sweep of the curves 
of Chart ix — and more — must be accounted for by the deficit 
corporations. In other words, corresponding curves for the 
deficit corporations must rise even more sharply with passage 
to the right than the curves of Chart ix. 

The irregularities in the several curves of Chart xi are in 
sharp contrast with the general smoothness of the curves of 
Chart IX. The drift downward to the right, while unmistakable 
in Chart xi, is by no means steady; and the deviations from a 
steady course may reflect significant peculiarities in certain size 
classes, or mere statistical accidents.® Another feature of the 

* That the deviations are purely accidental, however, is unlikely in view 



MANUFACTURING DIVISION 59 

chart is the nearly horizontal drift, except for the deviations 
of particular classes, in several of the curves between loo 
thousand and i million dollars. This is followed, on the right, by 


CHART XI 

Rate of Return Compared with Size, for Income Category of 
Manufacturing Division * 



violent downward slants, particularly above the 5-million-dollar 
class. An interesting detail is that 1931 is the only year for 
which the rate for the highest class is above that for the next 
class in the size scale. These observations suggest a series of 

of the substantial number of corporations even in the larger size classes. 
Nevertheless, wide diversity in amount of net income (or loss) exists among 
the corporations in any one size class; and this implies that a single corpo¬ 
ration, in a class which is not numerous, might dominate our rate figure. 
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questions concerning the degree of relationship between rate of 
return and size for the income corporations, but consideration 
of such questions must be postponed until detailed evidence is 
presented for the manufacturing groups — groups classified 
according to t3rpe of manufacturing activity. 

The apparent greater spread among the curves, in Chart xi 

TABLE VIII 

Annual Percentage Ratios of Total Assets of Income Category 
OF Corporations to Total Assets, in Each Size Class of the 
Manufacturing Division * 


Class t 

1931 

1932 

1933 

1934 

193s 

1036 

0. 

.. 33-3 

153 

25-9 

33.9 

37-3 

44.1 

50. 

.. 35-2 

19.0 

35-5 

45-5 

So.i 

59-8 

100. 

.. 36.1 

20.7 

41.0 

49.1 

55-6 

674 

250. 

.. 354 

24.0 

454 

52-9 

59-9 

72.2 

Soo. 

.. 36.1 

25.0 

47.S 

SS.o 

62.3 

75.8 

Z,000 . 

.. 354 

24.0 

49-7 

57.6 

66.6 

80.5 

SiOOo. 

.. 36.1 

27-3 

474 

58.7 

67.6 

83.3 

10,000 . 

.. 41-2 

27.0 

49.7 

59.1 

68.7 

874 

50,000. 

.. 39-7 

30.7 

54.8 

53.3 

67.9 

92.0 

100,000 . 

. 

... 

... 


. . . 

86.7 

Entire division ... 

... 38s 

27.6 

50.8 

55.1 

65.8 

82.8 


♦ Calculated from basic figures for total assets given in successive issues of 
Statistics of Income (for example, 1935 issue, Part 2, pp. 67-68). 

t Lower limit of size class; unit, $1,000. Separate data for $100,000,000 class 
available only in 1936. 

as compared with Chart ix, is due to the difference in scale of 
the two charts. If both charts were on the same vertical scale, 
the spread in Chart xi would appear definitely smaller, and 
the total range of variation in any one curve of Chart xi would 
appear very much smaller than the ranges of Chart ix.* 

* It might be suggested that this could be partly explained by the tax 
charges themselves, which are borne by the income corporations and not by 
the deficit corporations. Changes in corporation tax rates were not con¬ 
siderable in the years 1931-36, although changes with respect to exempt 
income may account for the 1931 curve’s being higher with respect to the 
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In considering time changes among the curves of Chart xi, 
the important fact that the make-up — of the income category 
of corporations — changes from year to year must not be over¬ 
looked. Particular corporations pass back and forth between 

CHART XII 

Six-year Average of Rates of Return Compared with Size, for 

Manufacturing Division and Income and Deficit Categories ♦ 



* Horizontal scale logarithmic. Data in Table B. See third footnote to 
Table ix. 

income and deficit categories as time brings now profitable 
operation, now loss. The share which belongs to income corpo¬ 
rations, of all assets in any one size class, may vary widely 

other curves, at least in some small size classes, than would otherwise be 
the case. A fixed tax rate in all years would tend to make the spread among 
the income curves less wide than among the “combined income and deficit*’ 
curves. This, however, is probably not the chief explanation, because 
skewness of the distributions within each class is a controlling factor in 
some cases. 




TABLE IX 

Rates of Return for Manufacturing Division * 


Class t 

X931 

1932 

1933 

1934 * 

1935 

1936 

0 . 

-22.55 

-30.07 

“ 19.23 

-13.48 

— II. 2 I 

—6.90 


11-95 

9.43 

9.00 

II. 2 S 

1 I- 3 S 

13.68 


-41.38 

-3779 

-30.93 

-30.63 

— 30.12 

—2g,90 

50 . 

— 10.89 

“ 14.95 

-5.92 

— 2.27 

“33 

3.07 


90s 

7.21 

8.05 

9.67 

10.23 

12.10 


-22.5s 

—20.46 

-14.64 

— J4.I2 

-I 3‘29 

— 14.11 

100 . 

—8.01 

— 10.84 

-2.95 

-.09 

1.83 

5.90 


8.04 

7.12 

8.4s 

9.68 

10.52 

12.44 


--17.68 

-15.85 

— 11.50 

— 11.08 

— 11.28 

-10.57 

250 . 

-5.75 

— 8.41 

“39 

1.56 

3.67 

7.32 


7.97 

6.83 

8.52 

9.84 

10.65 

12.37 


—10.04 

-1344 

-8.35 

-9.36 

-845 

- 8.70 

500 . 

—4.08 

— 6.61 

.33 

2.31 

4.67 

8.18 


7.91 

6.99 

8.79 

983 

11.08 

12.40 


— 11.30 

— 11.32 

—8.02 

- 8.15 

- 7‘94 

- 8.79 

1,000. 

“ 3-32 

-5.48 

.72 

3.01 

5.60 

8.80 


7.67 

6.7s 

7.76 

8.70 

10.32 

11.83 


-g.64 

-948 

-(^73 

—6.01 

- 5‘34 

— 6.71 

5,000 . 

-1.5* 

-3.97 

1.59 

3.98 

5.92 

9.26 


06 

7.39 

8.43 

9.22 

10.29 

11.52 


-7.72 

—8.6i 

-5.41 

-4.70 

-512 

-‘456 

10,000 . 

“•75 

—4.00 

i.ii 

3.37 

6.48 

8.63 


7 - 3 S 

6.11 

7.53 

7.86 

10.08 

10.02 


-6.95 

-7-87 

-6.08 

- 3 - 9<5 

—2.56 

- 4‘57 

50,000 . 

I.7I 

-.23 

1.72 

3.84 

6.68 

9.53 


7.92 

S -33 

4-33 

7.50 

9.12 

10.06 


“ 2.47 

—2.g2 

- 4-44 

-.66 

.02 

-5-10 

100,000 . 






7.38 







8.09 



... 




-2.2s 

Entire division . 

-.96 

“ 3-45 

.68 

3.01 

5.68 

7.94 


7.87 

6.00 

6.19 

8.31 

9-85 

10.06 


-6.78 

- 7-33 

- 5-35 

- 4-34 

—4.18 

-6.77 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
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from year to year, as shown in Table vni. And of course, even 
if the share did not change, the actual corporations in the in¬ 
come category might be very different — might, for example, 

income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
So,ooo-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936. 

JThe figures here shown for the deficit category and for both categories 
combined in the s-million-dollar class in 1934 are in error. Figures shown for 
the corresponding class and categories in 1934 for the agriculture division were 
so exceptional that query concerning them was sent to the Bureau of Internal 
Revenue, and reply indicated that the distortion in agriculture was due to the 
erroneous classification in that division of a deficit company which was classi¬ 
fied in the foods group of manufacturing in 1933 and 1935 and presumably 
should have been in that group in 1934. This error affects various results for 
the agriculture and manufacturing divisions and the foods group as shown in 
this book, and the principal instances of error of this sort (corrections pertain¬ 
ing to figures other than rates of return on equity have not been noted) are 
indicated by footnotes referring back to this footnote. 

The figures as shown in the tables and charts of the book have, however, not 
been corrected, and stand on the basis of data as actually published in Statistics 
of Income for 1^34, Part 2. If the error had been corrected, the principal changes 
in rate-of-return figures actually used in the book would have been as follows: 

Deficit Both categories 

category combined 

As published Corrected As published Corrected 

Manufacturing division 


Entire division . 

~ 4-34 

-452 

3.01 

2.93 

5 -million-dollar class 

-4.70 

-7.17 

3.98 

3 00 

Six-year average, entire division 

-S -79 

-5.82 

2.15 

2.12 

Six-year average, s-million-dol- 
lar class. 

— 6.02 

-643 

2 .S 4 

2.38 

Foods group 

Entire group . 

—6.01 

-9.86 

6.13 

5-37 

5-million-dollar class 

-2.31 

-30.69 

8.21 

-.84 

Six-year average, entire group 

— 7.00 

-7.64 

4.59 

446 

Six-year average, 5-million-dol- 
lar class . 

~ 5-76 

-10.49 

548 

398 

Agriculture division 

Entire division. 

-8.80 

-5.31 

-3.21 

— I.II 

5-million-dollar class . 

- 31 - 7 I 

-2.45 

-16.99 

1.01 

Six-year average, entire division 

— 7.01 

-6.43 

--2.30 

~i. 9 S 

Six-year average, classes grouped 

-4.69 

-3.67 

-•30 

•27 
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belong predominantly to a different line of manufacturing ac¬ 
tivity — in one year than in another. 

To bring out the opposite relation between rate of return 
and size for income and for deficit corporations, Chart xn (like 
Chart iv) presents the six-year average rates of return. The 
curve for income and deficit corporations combined necessarily 
lies between the other curves. The striking feature, however, 
is that the deficit curve rises more sharply toward the right than 
does the combined curve, whereas the income curve declines 
toward the right. As already noted, the positive correlation be¬ 
tween rate and size for the combined case is fully accounted for, 
and more, by the deficit case. Similar detailed comparisons are 
not presented graphically for specific years, but Table ix (sim¬ 
ilar to Table n) shows the corresponding record for selected 
size classes in each of the six years. These tabulated results 
support the findings from Chart xii: among the income corpo¬ 
rations, rate of return declines moderately with increasing size; 
among the deficit corporations, rate of return rises (rate of loss 
declines) very sharply with increasing size. 

SUMMAKY 

The examination of the manufacturing division has led to 
findings mainly in accord with those for all industries combined 
as reported in Chapter II. Rate of return rises as size increases, 
when income and deficit categories are combined; but separate 
study of these two categories shows rate of return declining with 
increasing size for income corporations, and hence the deficit 
corporations more than account for the apparent positive cor¬ 
relation for the combined case. Cyclical variations in rate are 
sharp, even for the highest size class; and they are violent for 
the lowest class. The similarity between the findings for the 
manufacturing division and those for the inclusive case of all 
corporations must not, however, lead us to conclude that this 
division is in truth merely a rough sample of all corporate in- 
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dustry. Differences as well as similarities appear, and these sug¬ 
gest significant economic interpretations; but a still finer 
industrial classification, into specific lines of manufacturing, 
requires study before sufficiently detailed evidence is available 
for interpretation. 



V 


METAL MANUFACTURING 

The most important of the groups into which the Treasury 
data for the manufacturing division are classified is “metal and 
its products.” In 1936 motor vehicles was set up as a separate 
group, and the rest of the former metals group was designated 
as a new metals group. The first part of this chapter treats 
the metals group on the old basis (the two new groups being 
combined, in 1936), but see below (page 78). The four lead¬ 
ing groups (in the years before 1936), in the order of their 
importance according to total receipts, are metals, foods, chem¬ 
icals, and textiles (see Table iv). In 1935, out of total receipts 
of 48 billion dollars for the entire manufacturing division, these 
four groups accounted for 36 billions: metals, 13.6; foods, 9.3; 
chemicals, 7.4; and textiles, 5.9.^ Each of the remaining 
groups ran very much smaller than textiles. 

DIVERSITY IN THE METALS GROUP 

The metals group — speaking now of the group as defined 
before 1936 — consists by no means of a homogeneous list of 
corporate enterprises engaged in a single well-defined line of 
activity. The companies included range from those producing 
basic commodities — the various specific metals — by smelting 
or refining operations, to those producing more or less highly 
fabricated goods in which metals are principal raw materials. 
The Treasury tabulations give a restricted list of statistical 

' These figures are for all returns, including both those which were and 
those which were not accompanied by balance sheets. (Statistics of Income 
for iQss, Part 2, pp. 40-43.) But similar data for the balance-sheet returns 
alone would show the same order of importance (see Table iv). In 1936, 
the order becomes: metals, foods, automobiles, petroleum, for the four 
leaders. 
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facts for thirteen sub-groups within the metals group; but these 
sub-group data — except in the case of motor vehicles in 1936 
— are not available at all for the balance-sheet category of 
returns, and can not therefore be used for the present type of 


TABLE X 

Comparative Importance of Sub-groups of the Metals 
Manufacturing Group in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Sub-group 




Iron and steel . 

2,194 

2,548 

I,l6l 

Railroad equipment . 

196 

163 

832 

Motor vehicles. 

873 

4 i 2 I 3 

4,82s 

Factory machinery. 

1,528 

00 

317 

Agricultural machinery .... 

$02 

412 

820 

Electrical equipment . 

692 

in 

1,114 

Miscellaneous machinery ... 

2,41s 

860 

356 

Household equipment . 

1,281 

474 

370 

Office equipment. 

400 

284 

711 

Building material . 

2,19s 

601 

274 

Hardware and tools. 

2 , 74 S 

880 

320 

Precious metal products ... 

859 

302 

352 

Other metal manufacturing . 

3,976 

1,562 

393 

Entire metals group. 

19,856 

13,555 

683 


♦ Compiled and computed from Statistics of Income for igjSt Part 2, pp. 36- 
37. Units: $1,000,000, for column 2; $1,000, for column 3. 


analysis (see below, page 78). Moreover these sub-group 
data afford at best a very meagre summary of the income 
account; but they present a limited descriptive picture of the 
degree of diversity, as to line of activity, within the metals 
group. 

Table x shows in its stubs the designations of these thirteen 
sub-groups, and significant data as to their comparative impor¬ 
tance in 1935.^ Manifestly, two sub-groups — motor vehicles, 

■The item “gross income,” as given in the table, differs slightly from 
“total compiled receipts,” which we have heretofore cited as a measure of 
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and iron and steel (including only such fabrication as is im¬ 
plied in rolling or casting) — make up nearly half of the group 
total, in terms of gross income. The largest of the eleven other 
sub-groups is a poor third after these two. Gross income for 
each of seven sub-groups is less than 5 per cent of the group 
total. Of course, varying impact of business-cycle changes 
might result in a somewhat altered picture of relative impor¬ 
tance of the sub-groups, if data for some year other than 1935 
were examined; but no striking change involving the position 
of the leaders would be found in any recent year. We might 
fairly conclude that motor vehicles and iron and steel dominate 
the metals group; but for an analysis of the t3rpe we are making 
in this book this conclusion must be qualified. Some of the 
smaller sub-groups might be so concentrated in one or more 
size (assets-size) classes of the metals group that our calculated 
rates of profit for such size class or classes would in fact be 
dominated by a sub-group which, in general for all size classes 
combined, is comparatively unimportant. On the peculiarities 
of the motor vehicles sub-group, as revealed by 1936 data, see 
below (page 78). 

No direct evidence on this point is available. As already 
noted, the sub-group tabulations include no balance-sheet items 
and, of course, no size classification according to amount of 
assets. Therefore we can not say, for example, how many of 
the 692 corporations of the electrical machinery sub-group are 
in each of our nine standard size classes. Or, in other terms, we 
can not say what portion of any one size class — say 500 thou¬ 
sand to I million dollars — for the metals group as a whole is 
made up of electrical machinery concerns. Very uncertain in¬ 
direct evidence, however, appears in the third column of 

importance. The difference results from the exclusion of tax-exempt inter¬ 
est, generally a small amount, from gross income. The published tabula¬ 
tions for the sub-groups state the gross income, but not the total receipts. 
See Statistics of Income for 193s, Part 2, pp. 3^37. 
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Table x. Those figures indicate an emphatic diversity among 
the sub-groups, as to average gross income in 1935. Again 
waiving any peculiarities due to citation of data for the single 
year 1935, and bearing in mind that gross income is not neces¬ 
sarily correlated closely with total assets, we observe certain 
striking facts. Average gross income per corporation is more 
than four times as great for motor vehicles as for the next two 
sub-groups, iron and steel, and electrical machinery; and it is 
more than ten times as great for motor vehicles as for seven of 
the sub-groups. After all reservations which may properly be 
applied to these comparisons, an unmistakable indication re¬ 
mains that there is a somewhat greater chance for one of the 
873 motor-vehicles corporations to fall in one of the larger of 
the nine standard size classes than is the case for one of the 
274s hardware-and-tools corporations.^ This conclusion is, of 
course, in accord with general knowledge as to the organization 
of these industries. All that can be said is that the available 
indirect evidence gives some indication that corporations of 
certain sub-groups are more likely to fall in certain size classes 

* One of the reservations to be borne in mind in this connection is that 
the arithmetic average — the figure cited in the third column of Table x 

— is a poor statistical summary in a case of this sort: it is not a highly 
typical figure. The point at issue is that the frequency distribution upon 
which the average rests is almost certainly of the extremely skew type — 
while we have no direct evidence as to the form of the frequency distribu¬ 
tion of gross income for these sub-groups (or for any of the Treasury 
groupings), much indirect evidence points unmistakably toward this in¬ 
ference as to extreme skewness. In such a very skew distribution, a mere 
handful of very large corporations — for example, three or four dominating 
automobile companies — might pull the average up, while the numerous 
bulk of remaining companies in the sub-group remained widely distributed 
among the various lower size groups. The essential facts of the statistical 
distribution are unknown, and the above conclusion in the text must be 
greatly tempered because of the possibilities involved in this skewness and 
its bearing upon the comparative size of arithmetic averages. Fortunately, 
the 1936 tabulations give us conclusive evidence in the case of automobiles 

— this 1936 group, formerly a sub-group of the metals group, is examined 
below, (p. 78). 
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than is the case for other sub-groups. To that extent, the rate- 
of-return figure for a particular size class may be dominated by 
the peculiar profit experience of a particular sub-group within 
the metals group. 

A somewhat related question concerns the degree of integra¬ 
tion, already remarked upon as affecting an interpretation of 
data for particular types of industry (see above, page 51). 
Little satisfactory evidence is available on this point. We can 
infer that in 1935 corporations of the metals group in the ag¬ 
gregate had no considerable activity in mining and other 
extractive industries; for depletion charges for the metals 
group were only 6.6 million dollars, whereas they were 128.3 
for the manufacturing division as a whole, and 204.2 for the 
mining and agriculture divisions combined. No doubt by 1935 
some of the “integration” formerly concealed in the figures had 
been removed by the abandonment of consolidated returns fol¬ 
lowing the Act of 1934; but even as late as 1933, depletion 
charges for the metals group were only 12.1 million dollars, 
against 109.5 for the entire manufacturing division and 117.8 
for the mining and agriculture divisions combined.* As respects 
integration, of metal manufacturing companies, reaching into 
other groups within the manufacturing division or into non¬ 
manufacturing divisions other than those dominated by ex¬ 
tractive industries, even less evidence is available; although 
general information suggests that such integration may be ex¬ 
tensive, and may well result in the coverage into the data of 
the metals group of substantial amounts which truly belong in 
other groups or divisions. Here also, however, we proceed on 
the assumption that the data of the metals group fairly repre¬ 
sent that type of manufacturing. 

* Figures cited are for all returns — those with and those without balance 
sheets — but figures for balance-sheet returns alone would be only slightly 
different. See Statistics of Income for 1933, pp. 142 and 145; and for 1935, 
Fart 2, pp. 40 and 43. 
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SIZE VARIATION IN RATE 

Chart xni shows the relation between size and rate of re¬ 
turn on equity, for the metals group, in each year 1931-36. The 
curves show the same general upward-to-the-right course ob¬ 
served previously in corresponding charts for the manufactur- 

CHART XIII 

Rate of Return Compared with Size, for Metals Group * 



05 ,1 b I 5 10 50 Mil $ 


* Horizontal scale logarithmic. Data in Table xi. On old basis for 1936. 

ing division and for all divisions combined: rate of return 
increases with size. The curves rise rapidly at the left, taper off 
to a nearly horizontal course or fluctuate narrowly between 500 
thousand dollars and 50 million dollars; and then another un¬ 
mistakable advance appears for the highest size class, in every 
year except 1936. Moreover, evidences of parallelism are some¬ 
what more pronounced here than in the earlier charts ex- 
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amined; a truly surprising degree of similarity in direction of 
movement appears among the six curves. The most notable 
exceptions are in the drop from the i-million-dollar to s-mil- 
lion-dollar class in 1935 and 1936, and the rise from the 
5-million-dollar class to the lo-million-dollar class in 1931 and 
1935. Only two intersections appear in the entire chart. Less 
notable departures from parallelism appear in the very slight 
advance of the 1936 curve at the extreme right, and the nearly 
horizontal movement of the 1932 curve between the soo-thou- 
sand-dollar class and the next higher class. Here, as in other 
similar charts, the curves fan out at the left end. In spite of all 
the exceptions, however, the approach to parallelism is remark¬ 
able, and suggests that short-run cyclical changes in business 
conditions have a nearly uniform impact on metal manufactur¬ 
ing companies of various sizes. 

In all six years the lowest class had a negative rate: even in 
the best year covered, 1936, these small metals companies 
showed a substantial average loss. By 1934, all but the three 
lowest size classes enjoyed a positive rate; and by 1935, all but 
the very lowest class. In 1931 and 1933, only the highest class 
had a positive rate; indeed, only in 1932 did that class have 
a negative rate. For metal manufacturing, then, the lowest 
size class had an unprofitable record in all six years, even the 
most favorable; and the highest size class failed to earn a profit 
only in the single year of deepest depression, 1932. 

TIME VAKIATIONS IN RATE 

The annual record of the rate of return (Chart xiv) gives 
another and supporting view of the relationships observed 
above. The year-to-year changes in rate, for the entire metals 
group and the two selected size classes, are remarkably regular. 
The single dip from 1931 to 1932 is followed by four successive 
advances which, though not all of equal magnitude, are strik¬ 
ingly similar for all the curves. For all curves shown, emphatic 
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CHART XIV 

Time Vamations in Rate of Return, for Metals Group and 
Selected Size Classes 



* Data in Table xi. On old basis for 1936. 


recovery began in 1933; and the subsequent movement carried 
the curves far above their respective 1931 levels. If curves 
•were shown for the other size classes, we should find them all 
— except that for the very lowest class — roughly parallel to 
the curve shown for the entire group. For the highest size 




TABLE XI 

Rates of Return for Metals Group * 


Class t 

193 * 

* 93 a 

*933 

*934 

*935 

*936 t 

0 . 

-34.32 

-33.35 

— 21.15 

-13.08 

-8.87 

-4.23 


10.82 

8.52 

7.70 

10.64 

11.56 

13-89 


-SS-TS 

- 37-90 

— 30.22 


-25.82 

-25.72 

SO . 

— 13.01 

— 16.69 

- 8.54 

-3.17 

.98 

5.33 


8.82 

6.96 

7.07 

948 

10.56 

13.34 


— 20.83 

-19.S7 

-15.18 

-14-27 

— II.41 

-13-52 

100 . 

“ 9.47 

-13.45 

-5.71 

—.26 

2.45 

7.30 


6.58 

5.80 

6.89 

9-33 

10.70 

13.22 


- 15-54 

— 16.05 

-11.66 

— P.20 

— io. 4 d 

-p.55 

250 . 

-7.96 

-11.56 

-3.46 

.31 

3.89 

8.89 


7.00 

5.28 

703 

8.67 

10.28 

13 -35 


-13-72 

-14-51 

—9.10 

-8.60 

- 7-44 

-P.52 

500 . 

—6.07 

-9.27 

-3.25 

I.OI 

4.91 

9.44 


7-30 

SOI 

6.56 

847 

11.33 

13-27 


—jo.6t 

— It.50 


-7.12 

—6.72 

-7.04 

1,000 . 

-4.77 

—9.26 

-2.52 

1.70 

5.60 

11.08 


6.30 

S -03 

S.72 

7.66 

9.99 

14.32 



- 10.94 

-6.96 

- 5.^3 

-4.7P 

-7.66 

S.000. 

-3.56 

- 6.68 

-I.I5 

2.06 

441 

10.26 


6.70 

6.04 

6.70 

7.16 

9.07 

12.41 


-7-3S 

-8.37 


-5.12 

- 7-47 

-5-04 

10,000 . 

— 2.31 

-7.21 

-2.54 

1.01 

5.23 

9.18 


7.10 

7.56 

548 

6.57 

9.08 

10.18 


-7.14 

—8.70 

- 5-75 

—4.20 

-2.59 

-6.36 

$0,000 . 

48 

-343 

.56 

3.72 

8.12 



8.23 

4.63 

5.80 

7.29 

11.16 

9.05 


- 2.77 

—4.02 

— 

- 1-45 

--99 


100,000 . 



.., 

... 





... 




10.86 

Classes grouped § , 






9.54 



... 




-1.03 

Entire group ... 

-1.97 

—6.10 

-.95 

2.27 

6.34 

9.48 


7.60 

5.52 

S.91 

7.39 

1044 

11.33 


-5.96 

- 7 - 2 J 

-4.24 

-4.07 

-3.69 

-5-52 
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classes the intensity of the cyclical variation would appear defi¬ 
nitely less than for the other curves. And only in case of the 
lowest size class does the cyclical intensity greatly exceed that 
of the group as a whole. Again a broad inference is suggested: 
cyclical changes in business have approximately uniform im¬ 
pact on nearly all the various sizes of metal companies. 

The intensity of cyclical variation is very great, even when 
the lowest size class is ignored. For the highest size class, the 
rate ranges from below —3 per cent in 1932 to above 9 per cent 
in 1936. This range of 12 points is greater than the correspond¬ 
ing range, of under 10 points, for the entire manufacturing 
division (Table ix). A somewhat similar contrast appears when 
the group curve — without regard to size class — of Chart xiv 
is compared with the division curve of Chart x. The contrast 
in range for the lowest size class is not so emphatic — 30 points 
in Table xi against 23 points in Table ix — but the peculiar im¬ 
perfections of the calculations for the lowest class justify some 
reservation in this case (see below, page 382). 

That the cyclical variation in the metals group, as a whole 
and for its several size classes, should be exceptionally wide 
is entirely to be expected. A glance at the stubs of Table x 
discloses that the bulk of the metals group represents pro¬ 
ducers of durable capital goods. The large motor-vehicles 
sub-group, to be sure, manufactures products mainly for con- 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
50,000-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936. 

1 1936 figures on old basis: combining two new groups — metals and motor 
vehicles —of 1936 (see page 79). 

§ High size classes combined, to conceal a single corporation. As such com¬ 
bination applies to only deficit category, other category is shown separately in 
the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 
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sumers; but these products are durable, and are known to be 
highly responsive to cyclical conditions. For the metals group 
as a whole, practically all of the output is durable, and much 
of it is destined for use as capital equipment — on both counts, 
these enterprises are exceptionally influenced by the cycle. The 
surprising finding does not consist in this cyclical responsive¬ 
ness; it consists rather in the nearly uniform way in which this 
cyclical responsiveness appears for the various size classes, re¬ 
gardless of the possibility noted above that a particular metals 
sub-group — perhaps more or less responsive to the cycle than 
is the metals group as a whole — may dominate some particu¬ 
lar size class. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

The separate record of rate of return in relation to size for 
the income corporations — corporations having a taxable net 
income — of the metals group is not shown graphically but can 
be inferred from Table xi. Here again the general drift shows 
that rate of return tends to decrease as size increases. The 
total reduction between the lowest size class and the highest 
is, however, not large. Moreover, the approach to parallelism 
of changes from size class to size class is not marked for the 
income corporations. Most years show freakish peaks in one 
or more size classes; and in 1932,1935, and 1936 these freak¬ 
ish movements largely conceal the general downward drift. For 
all years except 1932, the highest size class has a rate definitely 
above that of the next lowest class. No readily available ex¬ 
planation of the freakish peaks can be drawn from the pub¬ 
lished data, and even the fairly general upturn for the top class 
does not admit of ready explanation. 

The general tendency for rate in the income category to de¬ 
cline as size increases, however, unmistakably indicates that 
the upward course of the curves of Chart xin, covering both 
income and deficit categories, must be caused entirely by the 
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deficit companies. This condition is brought out more clearly 
in Chart xv, which compares the income and deficit categories 
with each other, and with the combined curve, on the basis of 
six-year averages of rates. The upward-to-the-right course of 


CHART XV 

Six-year Average of Rates of Return Compared with Size, for 
Metals Group and Income and Deficit Categories * 



the deficit curve is somewhat steeper than that of the combined 
curve, whereas the income curve declines very gradually as 
size increases. Instead of similar charts for specific years, cor¬ 
responding data for all size classes are presented in Table xi. 
The same finding is supported: broadly speaking the increase 
in rate of return with size for the two categories combined is 
accounted for, and more, by the deficit category, in each year 
of the record. In this respect, the experience for the metals 
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group is similar to that already observed for the manufactur¬ 
ing division and for all divisions combined. 

MOTOR VEHICLES IN I936 

Separate data, of the sort herein subject to analysis, were 
published for motor vehicles in 1936; and the other twelve 
sub-groups of the former metals group (see above, page 67) 
then remained in a new metals group. It therefore becomes 
possible to apply the standard analysis separately to the 
motor-vehicles group and the modified metals group, for 1936 
only.® 

Chart XVI shows 1936 rates of return for each size class for 
motor vehicles, metals (group as classified in 1936), and both 
combined (as classified before 1936). The striking feature of 
the chart is the deviation of the motor-vehicles rate from the 
combined rate, whereas the metals rate follows the combined 
rate closely. All three curves turn down for sizes somewhat 
above i million dollars, but the motor vehicles curve reaches 
new high levels above 50 millions. The intermediate decline 
begins at a lower level of size for motor vehicles, and is much 
more striking, than for the other curves. A moderate resump¬ 
tion of the upward course appears in the combined curve at 
the very right end, but the peak nevertheless remains some¬ 
where left of 5 million dollars. 

Another notable point in the chart is the low level of the 
motor vehicles rate for the lowest size class. The advance to 
the next size class is violent, and only less violent is that from 
the 250-thousand-dollar class to the next class above. In gen- 

' The motor-vehicles group is much smaller, in terms of total assets, than 
the newly constituted metals group: 3.1 billion dollars, against 15.3. Con¬ 
centration in highest size classes, however, differs notably between the 
two: about 72 per cent of assets above 50 million dollars per corporation 
for motor vehicles, as against about 44 per cent for metals. Hence, motor 
vehicles has a much heavier weight in top size classes than is indicated by 
the 3.1 to 15.3 ratio. 
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eral, the motor-vehicles curve is one of the least regular we have 
studied or are about to study (for cases of income and deficit 
corporations combined).® Unfortunately, the data are available 
only for 1936; and we can not know whether similar irregulari- 

CHART XVI 


Rate of Return Compared with Size, for Metals Group and its 
Two Sections, in 1936 * 

% 



.05 I .25 5 I 5 10 50 Mil. * 


* Horizontal scale logarithmic. Data in Tables xi and C. 

ties might have appeared in other years. In any case, Chart xvi 
suggests the possibility that more refined classification of manu¬ 
facturing into specific lines might yield various cases in which 
relation between rate of return and size is irregular, and per¬ 
haps even cases in which the characteristic upward-to-the-right 
tendency of the curves might be significantly altered. 

‘Specific data for income and deficit categories of the motor vehicles 
and metals groups in 1936 are given below, p. 409. 
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MANUFACTURED FOODS 

The second largest of the manufacturing groups, in 
terms of gross receipts, comprises foods and related products.^ 
The group was considerably less important than metals in 
I93S> but had nevertheless nearly one fifth of the total gross 
receipts of the manufacturing division. This case, unlike that 
of the metals group, covers mainly producers of consumption 
goods, and goods which are almost entirely in the non-durable 
category.^ These considerations should prepare us for findings 
differing in various important respects from those for the metals 
group. 

^ In 1931 and 1932, and earlier years, the group included beverages as one 
of its smaller sub-groups. With the repeal of prohibition and the reestab¬ 
lishment of the liquor industry, Treasury statistics — beginning in 1933 — 
carried an additional manufacturing group for liquors and beverages. In¬ 
cluded in this new group were the corporations formerly carried in the 
beverage sub-group of the foods group, as well as the newer liquor com¬ 
panies. No complete homogeneity for the six-year period I93I--36 can be 
realized. If data for the foods group as actually tabulated in Statistics of 
Income are used, soft drinks and similar beverages are included in 1931 and 
1932 but are excluded from foods (and included in a separate group) in 
1933-36. If, on the other hand, the liquors and foods groups are added to 
form a single group in the years 1933-36, no true homogeneity is realized; 
for the rapid growth of the new liquor industry introduced many companies, 
some of them important, which were not covered in 1931-32. After con¬ 
sideration, the first of these alternatives seems the less objectionable; and 
we therefore analyse the foods group on the basis as published for all six 
years, and analyse the liquors group separately (see Chapter XI) for the 
four-year period for which data are given. 

• This does not mean, of course, that many of these products can not be 
preserved, and thus held over a period. We are using durable in its narrow 
sense, implying capacity for continuous consumption over a protracted 
period. 
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FOODS SUB-GROUPS 

The foods group is classified into a much less numerous 
list of sub-groups than is the metals group, in certain Treasury 
tabulations. The stubs for these sub-groups (Table xii) indi¬ 
cate considerable diversity as to the nature of products and 
processes; and extensive diversity also pertains within some, 
and perhaps all, of the sub-groups. The most important sub- 


TABLE XII 

Comparative Importance of Sub-groups of the Foods 
Manufacturing Group in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Sub-group 




Bakery and confectionery 

. 4,030 

1.352 

336 

Canning . 

• 1.959 

833 

425 

Milling. 

• 1.339 

1,082 

808 

Packing house . 

975 

3,692 

3,787 

Sugar . 

166 

613 

3,693 

Other food manufacturing 

• 4.906 

1.756 

358 

Entire foods group. 

• 13.375 

9.328 

698 


♦ Compiled and computed from Statistics of Income for i 935 i PP- 34 *“ 

35. Units: $1,000,000, for column 2; $1,000, for column 3. 


group is packing-house products, from the point of view of 
gross income in 1935.* This single sub-group accounted in 1935 
for more than one third of the total gross income of the foods 
group (Table xii); and the heterogeneous miscellaneous sub¬ 
group, other food products, was a poor second. 

The average size — in terms of 1935 gross income — per 
corporation varied widely among the sub-groups. The average 
was about equally large for two sub-groups, sugar and packing¬ 
house products; and for each it was more than ten times as 
great as for the bakery and other-food-products sub-groups. 

' See footnote 2, page 66. 
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With the reservations already mentioned (see above, page 69), 
these disparities suggest that certain of the sub-groups may 
have disproportionate concentration in particular size (assets- 
size) classes, and thereby influence our findings as to variations 
in rate of return among the various size classes of the foods 
group. Here again, no unmistakable evidence is available, and 
we merely note the possibility that this factor may contribute 
to our results. 


SIZE VARIATION IN RATE 

Rate of return for the foods group shows a general tendency 
to increase as size increases (Chart xvii), but the degree of ad¬ 
vance in rate between the lowest size class and the highest is 
markedly less than for the metals group. And this chart has 
several other features not observed in corresponding charts 
heretofore examined: the steepness of the curves at the left 
end, while greater than elsewhere in this chart, is not so marked 
as in the other charts; the differences in level among the curves 
are comparatively small; the approach to parallelism is by no 
means striking; a significant number of size classes have posi¬ 
tive rates in 1931 or 1933, although only the highest class has 
a positive rate in 1932.* 

The lack of extreme steepness at the left end of the curves 
suggests that the profit disadvantage of the very small com¬ 
panies is less serious in the foods group than in the manu¬ 
facturing division as a whole. And this fact, coupled with 
the failure of any of the rates to rise to a level greatly above 
zero, emphasizes the greater approach to uniformity of rate 

' Separate data for the highest class of our standard size scale are miss¬ 
ing in 1933, r93s, and igs6, but the rate for the highest class shown is 
positive in each case. Strictly, this class is a combination of the lo-million- 
dollar class and the 50-million-dollar class: Treasury publications group 
two classes together in all cases in which separate publication might reveal 
information about a single corporation. This explains the “classes grouped” 
figures in Table xm and various similar tables. 
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among size classes in the foods group than in the entire manu¬ 
facturing division. The small differences in level among the 
curves, and also the persistence of positive rates for several 
size classes even in such a depressed year as 1931 and the small¬ 
ness of several negative rates in a year of severe depression like 
1933, indicate that the foods group does not yield as sharply to 


CHART XVII 

Rate of Return Compared with Size, for Foods Group * 

% 



* Horizontal scale logarithmic. Data in Table xiii. See third footnote to 
Table ix. 


cyclical changes in business as does the metals group. On the 
other hand, the considerable departures from parallelism — 
emphasized by several intersections among the curves — sug¬ 
gest that cyclical influences have an impact which is by no 
means uniform among the several size classes. 

The narrower differentiation in rate of return with variation 
in size for the foods group, as compared with the metals group 
and the manufacturing division as a whole, is perhaps the most 
significant feature of Chart xvii (see also Charts ix and xiii). 
The explanation of this finding is not obvious, but a tentative 
inference is that mere size has distinctly less bearing upon 
profitability in the foods industries than in certain other lines. 
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We could easily believe that, for many foods industries, mere 
size of operating unit — because of the comparative simplicity 
of the processes, the presumptive absence of complicated and 
elaborate installations of capital equipment, and the relatively 
small utilization of an intricate technical and supervisory con¬ 
trol — plays less part than in many other lines of manufactur¬ 
ing. Yet these considerations are not obviously applicable to 
the packing-house enterprises, which form so large a fraction 
of the group. Moreover these considerations relate to a single 
operating unit or plant, but conceivably also the foods indus¬ 
tries derive less advantage from integration or horizontal com¬ 
bination of plants than appears in certain other industries. 
Satisfactory testing of these questions appears impossible until 
we know the extent to which the various sub-groups tend to 
concentrate in particular size classes, and the degree in which 
organizational and other peculiarities affect the specific profit¬ 
ability of the various sub-groups. 

TIME VARIATIONS IN RATE 

The comparatively narrow differences in level of the curves 
of Chart xvii have already been noted as reflecting a limited 
response of the food industries to cyclical changes in business. 
This point is further supported by the record of annual changes, 
for two selected size classes and for the entire group, as given in 
Chart xvin. The decline from 1931 to 1932 was not very 
severe, and suggests that the effects of the great depression 
had largely been felt in these industries before the final year 
of severe general contraction. A sharp advance occurred in 
1933 in all three curves, to a level above that of 1931 for two 
of the curves. Broadly speaking, the recovery was sharpest 
and most uniform in 1933. In 1935 and in 1936, advances 
appeared in two curves, and a decline in the third (the low size 
class in 1935, the high size class in 1936). One obvious inter¬ 
pretation of this record emphasizes the fact that the foods 
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group is made up almost entirely of producers of non-durable 
consumption goods. The recent recovery came fairly early for 
these goods, and was seriously delayed for durable capital 
goods. A further element in a possible interpretation relates to 

CHART XVIII 

Time Variations in Rate op Return, for Foods Group and 
Selected Size Classes * 


% 

iin 



* Data in Table xiri. See third footnote to Table ix. 


the effect of inventories on reported profits: many of these 
fodds industries necessarily have heavy and changing com¬ 
mitments in inventories, and the bearing of inventories upon 
profits was augmented by sharp changes of prices in 1933. 

The annual experience for the lowest size class differs notably 
from that outlined above (Table xm). The 1931-32 decline 
was very severe, recovery in 1933 was only moderate, a sharp 
advance occurred in 1934, an actual though slight decline ap- 



TABLE XIII 

Rates of Return for Foods Group ♦ 


Class t 

1931 

1932 

1933 

1934 8 

1935 

1936 

0 . 

-9.24 

-18.28 

-15.08 

-8.78 

-8.98 

—6.II 


13-76 

10.27 

7-84 

10.94 

9.82 

11.31 



-28.58 

-27.72 

-24.27 

-23.86 

-25-93 

50 . 

—4.62 

—9.00 

“359 

.35 

— 146 

2.05 


10.43 

7-75 

7.18 

9.69 

8.76 

lo.is 


-21.37 

— 16.58 

— 11.76 

-10.73 

— 11.86 

-12.33 

100 . 

-2.44 

-6.88 

-2.73 

1.60 

I.II 

4.58 


9-7J 

6.86 

7.22 

945 

9.44 

10.43 


-1542 

-13.69 

—12.46 

— 11.06 

— 10.62 

—9.62 

350 ... 

•— .48 

-2.98 

1.65 

3.86 

3.70 

6.72 


9.50 

7.54 

7.96 

953 

9.53 

II.12 


-13-29 

— 10.17 

—7. JO 

-7.79 

-7.48 

-8.37 

Soo. 

1.04 

-1.50 

2.48 

4.34 

4.79 

8.16 


947 

9.05 

847 

940 

9.91 

10.86 


- 10.87 

-8.87 

—6.14 

-8.37 

-8.58 

-5-20 

1,000 . 

-1.97 

-.85 

2.23 

5.34 

7.77 

8.10 


7.59 

646 

7-6S 

9-77 

12.44 

11.04 


-14-5S 

-703 

-7-33 

— 6.07 

-5.0J 

—5.28 

5,000 . . .. 

3-85 

-•36 

2.69 

8.21 

9.86 

8.65 


xijs 

6.91 

846 

12.II 

13.13 

10.40 


— 6,07 

—8.92 

— 6.01 


—6.77 

—508 

10,000 

1.93 

— i.ii 


6.60 

... 

... 


8.42 

6.97 

7.51 

8.09 

10.44 

930 


~~7.o6 

-9-04 


.07 



50,000 . 

6.12 

5.04 


8.08 

... 

... 


10.72 

6.32 

733 

8.08 

9.27 

13.88 


—4.82 

.29 





100,000 . 






... 







6.81 

Classes grouped t 



5.68 

... 

8.85 

842 




— 2.JJ 


2J21 

—3.02 

Entire group ... 

242 

4e6 

3.84 

6.13 

7.35 

7.52 


9.72 

6.74 

7-S4 

8.84 

10.46 

9.68 


-943 

—8.30 

— 6.23 

—6.01 

-4-94 

—7.08 
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peared in 1935, and the 1934-35 rates were scarcely above that 
of 193X. A mild further advance appeared in 1936, but the 
rate remained far below zero. This disparate cyclical experi¬ 
ence admits of no ready explanation, unless we may assume — 
as seems not unlikely — that this lowest size class (and the 
same may be true of the next class, which is shown in Chart 
xvni) is dominated by particular types of food enterprises 
having notably different response to the cycle from the enter¬ 
prises which make up the bulk of other size classes. 

Another striking fact is that the range of variation for the 
lowest size class is only moderately greater than for the other 
size classes shown — this also is contrary to the condition ob¬ 
served in the metals group and in the entire manufacturing 
division. Moreover, the range of variation even for the lowest 
class amounts to just over 12 points, against 30 points for the 
metals group (see above, page 75). This point again brings 
out the comparatively mild effect of cyclical variations in gen¬ 
eral business upon the foods industries. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

The separate record of rate of return for income corporations 
in the foods group can be traced in Table xin, and is again 
not in line with the corresponding record for the metals group 
and the manufacturing division. To be sure, the comparatively 


♦ Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. This group includes bever¬ 
ages in 1931-3*, but that subgroup is in the liquors group in 1933-36. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
50,000-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936. 

t High size classes combined, to conceal a single corporation. As such com¬ 
bination applies to only deficit category, other category is shown separately in 
the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 

§ See third footnote to Table ix. 
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high rates for the lowest size class give some impression of a 
decline of rate with increasing size. But, if the lowest class 
is ignored, the impression disappears; rather, the movement 
appears as a highly irregular fluctuation about a nearly hori¬ 
zontal general level. For the income corporations of the foods 


CHART XIX 

Six-year Average of Rates of Return Compared with Size, for 
Foods Group and Income and Deficit Categories * 



* Horizontal scale logarithmic. Data in Table B. See third footnote to 
Table ix. 

group, then, no clear evidence exists of an association between 
rate of return and size. Still ignoring the lowest size class, we 
might even infer that a slight upward drift of rate with increas¬ 
ing size exists for some of the years; and this implies that not 
all of the upward course of the curves of Chart xvii can be 
accounted for by the deficit corporations. 

Chart XIX compares the income and deficit categories, and 
those categories combined, on the basis of six-year averages 
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of the various class rates. There is a slight downward drift at 
the left of the income curve, followed by a less regular upward 
drift, and a final drop at the right end. Correspondingly, the 
deficit curve has a slightly steeper upward course at the left 
and a less steep course at the right, than the combined curve. 
Similar data, for every size class, are given for all six years 
in Table xni; but, because of the irregularities so frequently 
appearing in particular size classes of the foods group, these 
figures do not afford any conclusive indication of the role of 
the deficit corporations in determining the rates of return re¬ 
corded in Chart xvn, for separate years. 

The dominant fact about the record for the foods group is 
comparative stability — a stability over time and a stability 
as among size classes. Cyclical variation indeed is present; but 
its intensity is much less than in the metals group, it is more 
severe for the small size classes than for the entire group 
without being strikingly severe even for the smallest class, and 
it failed to bring a negative rate for the entire group even in 
1932. Variation in rate from size class to size class is sub¬ 
stantial, but is notably smaller than in metals or in manufac¬ 
turing as a whole. Finally, failure of the rate for the income 
category to reveal a pronounced tendency to decline with in¬ 
creasing size suggests that no such wide dispersion in earning 
power among the corporations in the lower size classes exists 
here as in general manufacture (see below. Chapter XXV, for 
discussion of this concept of dispersion). The foods group re¬ 
veals then a general approach to stability — by no means close, 
of course — which can tentatively be accounted for by the 
nature of the products and the form of organization. Industries 
engaged almost entirely in producing goods for consumers, and 
having comparatively simple plant and personnel structures and 
other organizational characteristics, are perhaps likely to show 
exceptional tendencies toward uniformity and stability. 



VII 


CHEMICAL INDUSTRIES 

The chemicals group, third in importance among the thirteen 
groups (as specified in 1935) of the manufacturing division, 
consists partly of producers of goods for use in further produc¬ 
tion, many of which are not highly durable; but it includes 
also, particularly in the petroleum refining and drug areas, 
many and some great producers of consumption goods. More¬ 
over, various branches of chemical industry enjoy a growth 
impetus, characteristic of a rapidly developing technology, 
no longer notably effective in certain of the metal industries. 
The leading sub-group is oil refining, and this accounted for 
more than half the group total gross income in 1935 (Table 
xiv). In 1936 this sub-group was set apart as a new group, 
for which the full accounting detail published for other groups 
became available; and the remainder of the old chemicals 
group became a new chemicals group. Separate analyses for 
these 1936 groups appear below (page 99), but the main 
analysis, 1931-36, treats the chemicals group as one whole on 
the former basis. A poor second among the sub-groups is allied 
chemical substances, which includes drugs and soaps and sim¬ 
ilar products; and this sub-group, though less than half as 
important as oil refining, is more important than the three re¬ 
maining sub-groups combined.^ 

The average gross income per corporation for the oil-refin¬ 
ing sub-group is more than four times as great as that for 
chemicals proper, and more than ten times as great as that for 
the three remaining sub-groups. Petroleum therefore not only 

^ These comparisons, based on gross income, would probably not be seri¬ 
ously altered by using total receipts as a basis. 
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constitutes a very large share of the entire group, but some 
reason exists for believing that the petroleum companies are 
more likely than other chemical companies to fall in the high 
size classes (see below, page 99, for further evidence on this 
point). The peculiar cyclical and other conditions affecting the 


TABLE XIV 

Comparative Importance of Sub-groups of the Chemicals 
Manufacturing Group in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Sub-group 

Petroleum . 

... 853 

4.177 

4.897 

Chemicals proper . 

631 

69s 

I,IOI 

Paints, etc. 

... 1,098 

391 

356 

Allied chemical substances 

.. 4,986 

1,992 

400 

Fertilizers . 

401 

173 

431 

Entire chemicals group .... 

... 7,969 

7,428 

932 


* Compiled and computed from Statistics of Income for 1935, Part 2, p. 36. 
Units; $1,000,000, for column 2; $1,000, for column 3. 

petroleum industry are thus likely to distort our results, par¬ 
ticularly for the higher size classes, in this group. 

As might be expected, emphatic evidence exists of integra¬ 
tion, at least backward toward raw material supplies, for this 
group; and, although this may apply predominantly in the 
petroleum industries, numerous other chemical companies are 
undoubtedly involved. Depletion charges for the group were 
93 million dollars in 1935, against 128 millions for the manu¬ 
facturing division as a whole and 204 millions for the mining 
and agriculture divisions.^ Corresponding evidence as to inte¬ 
gration forward, to the distributive area, is not available, 
although we may be sure that many of the petroleum and 
drug companies are to some extent thus integrated. Likewise, 
there is in the Treasury tax data no evidence as to the degree 

* Statistics of Income for 1935, Part 2, pp. 40-42. 
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of horizontal combination. The integration which undoubt¬ 
edly exists, plus further integration of which we have no evi¬ 
dence and whatever horizontal combination exists, impairs 
somewhat the precise significance of the group results which 
we shall examine: these results are not narrowly appropriate 
measures of strict manufacturing experience in the chemical 
field. 


SIZE VARIATIONS IN RATE 

A notably different relation between rate of return and size 
appears for the chemicals group than for other groups and 
divisions already studied (Chart xx). Although the character¬ 
istic tendency for rate to rise as size increases appears in the 
left portion of the chart, all of the curves decline in the right 
portion, and all but that for 1932 decline heavily. Other more 
or less striking peculiarities of the present chart include a 
comparatively sharp advance in rate from the lowest size class 
to the next, with a persisting advance at a slackening pace in 
the next larger classes up to the i-million-dollar class (up to 
the class below this in 1935), and then a sharper advance (ex¬ 
cept for 1932) into the next higher class. A heavy drop appears 
in the lo-million-dollar class for most years. The total range 
in rate, among the various size classes in any one year, is gen¬ 
erally less than for the metals group but more than for the foods 
group. The spread between the curves is distinctly less than 
for metals, but — except at the ends — greater than for foods. 
Numerous serious departures from parallelism appear, includ¬ 
ing several intersections among the curves. But the dominant 
feature of the chart is the general decline of the curves at the 
right — the existence of maximum points not far from 5 mil¬ 
lion dollars on the size scale. 

The lack of parallelism is the next most significant feature 
of the chart, especially as it covers notable differences in gen¬ 
eral shape of the curves — outstanding instances of contrast 
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involving the convergence of all curves at the right and the 
diverse courses of the 1934 and 1935 curves near the left, and 
of the 1931 and 1932 curves near the right. There can be little 
doubt that the chemicals group illustrates the possibility of 
far-from-uniform impact of the business cycle upon the various 

CHART XX 


Rate of Return Compared with Size, for Chemicals Group * 
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* Horizontal scale logarithmic. Data in Table xv. On old basis for 1936. 


size classes. Once again the query is suggested whether the 
dominant position of certain sub-groups, having peculiar cyclical 
experience, may determine the rate-of-return results for par¬ 
ticular size classes. Possibly the confused movements of the 
curves to the right of 10 million dollars may be due largely 
to the dominant position of the petroleum companies in those 
size classes (see below, page 99). No satisfactory evidence 
can be brought forward to test this h5qjothesis in each year, 
but an explanation which does not imply that mere size of a 
chemical company causes such strange shifts in rate of return 
is perhaps inevitable. 
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The role of inventories and price changes in the profit reck¬ 
oning of the chemicals companies should not be overlooked, 
although inventories do not bulk extraordinarily large in this 
group, as compared with other manufacturing groups. That 
differences with respect to inventories may affect the appar¬ 
ent rates of return in various size classes differently, particu¬ 
larly if different types of chemical industry dominate different 
size classes, is not to be doubted (see below. Chapter XXII for 
more detailed discussion of the role of inventories). A more 
likely effect of inventory variations would, however, appear in 
an intensification of the cyclical movements in rate for all of 
the size classes and for the group as a whole. 

TIME VARIATION IN RATE 

The spread among the curves of Chart xx, falling below the 
spread for metals and generally above that for foods, probably 
reflects the different cyclical responsiveness of the products of 
these several groups of corporations. The output of the metals 
industries comprises mainly durable producers’ goods and some 
durable consumption goods, that of the foods group includes 
mainly non-durable consumption goods, and that of the chem¬ 
icals group is an uncertain mixture — durable and non-durable, 
producers’ and consumption, goods. That the cyclical response 
in chemicals should be less than in metals, but more than in 
foods, is not at all surprising. 

The annual changes in rate of return for selected size classes 
of the chemicals group show less uniformity between classes 
than has been observed in some earlier similar charts (Chart 
xxi). Only for 1931-32, 1934-35, and 1935-36 do the curves 
for both selected classes move by about equal amounts. Ex¬ 
amination of other classes (Table xv) shows other and greater 
diversities. The curve for the entire group remains above zero 
in all years, and fluctuates very moderately. The forms of the 
curves, considering all six years together, differ significantly; 
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CHART XXI 


Time Variations in Rate of Return, for Chemicals Group and 
Selected Size Classes * 



* Data in Table xv. On old basis for 1936. 


and a similar statement holds for the size classes not shown 
in the chart. Again we infer that wide differences exist among 
the size classes, as to their responsiveness to the cycle. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

The divergence, from the experience of the two groups al¬ 
ready studied and of the entire manufacturing division, which 
has thus far been noted in our analysis of the chemicals group, 
appears again in the relation between size and rate of return 



TABLE XV 

Rates of Return for Chemicals Group ♦ 


Class t 

X93X 

1932 

1933 

X934 

X935 

1936 t 

0 . 

-17.19 

—22.05 

-X7.XX 

— xo.8x 

-X5.X9 

— XO.50 


13-77 

13.24 

12.22 

19.67 

16.28 

17.24 


-40.44 

-32.39 

-3I’25 

—36.20 

-41.58 

-38.15 

50. 

— 6.30 

-8.49 

— 1.30 

— .84 

3-48 

4-59 


8.40 

8.12 

10.65 

12.44 

12.86 

14.05 


— 16.08 

-14.92 

— 10.16 

-14.35 

— 12.12 

— 11.69 

100. 

-2.73 

-5.64 

.37 

3.52 

4.55 

8.14 


9.33 

9.64 

10.11 

12.15 

12.35 

14.83 


-IS 43 

-12.79 

-9SI 

— 10.24 

-8.64 

-9.86 

250 . 

— X.09 

— 2.X9 

2.92 

6.19 

6.15 

lO.XI 


9.72 

9.86 

10.40 

14.24 

13.33 

14.11 


-11.15 

-9.86 

-7 19 

— 10.84 

— 9.62 

— 6.48 

500 . 

— .XX 

-.39 

4.38 

646 

9.09 

10.59 


9.69 

10.32 

11.32 

13.28 

17.32 

15.80 


— 10.15 

-7-58 

-7.29 

-7.64 

-8.52 

-9.95 

XjOOO . 

X.89 

1.75 

5.3X 

7.17 

9.X2 

XX.56 


10.95 

10.50 

9.48 

11.05 

12.44 

13.74 


— 10.05 

-713 

—6.10 

—7.62 

-4.13 

—8.09 

5iOOO . 

6.36 

i.x8 

8.32 

9.02 

XX.X5 

14.71 


14.11 

1040 

13.8s 

12.65 

14.83 

18.29 


-5^1 

—8.42 

-5.04 

—9.01 

— 1.62 

— 2.02 

10,000. 

2.06 

— .IX 

2.0X 

6.07 

XO.29 

XO.98 


9.07 

5.82 

9.93 

11.17 

13.42 

12.14 


-7.51 

-6.93 

— 17.08 

-4.43 

-.05 

-7.76 

50,000 . 

.92 

.62 

.60 

2.26 

4x7 

6.17 


5.08 

3.63 

2.38 

6.33 

6.27 

7.41 


-1.88 

-1-37 

— 3>20 

.06 

.55 

— 1.11 

xoo,ooo . 






4B9 







5.32 







— 2.19 

Entire group 

X.08 

.38 

1.28 

3.73 

5.88 

6.93 


6.60 

4.88 

4.38 

9.22 

9.00 

8xx> 


-3-24 

—2.87 

-S34 

-1.37 

-5.99 

-4.87 


* Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5 o,ooo-thousand-dollar class has no stated upper limit, X93i~35; the xoo,ooo- 
thousand-dollar class has no stated upper limit, X936. 

t X936 figures on old basis; combining the two new groups — petroleum and 
chemicals — of X936 (see page 99). 
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for the income corporations (see Table xv). To be sure, a 
tendency for rate to decline with increasing size exists; but 
no careful examination of the table is needed to discover dis¬ 
tinctions from groups previously studied. After the initial 
decline in the lower size classes, nearly all years show a slight 
upward general tendency as far up the size scale as the 5- 
million-dollar class, and then a severe decline follows for the 
highest class. Even more than Chart xx, this record suggests 
that strikingly different profit conditions prevail in different 
sections of the income scale, and raises once more the question 
whether the predominant type of chemical industry may change 
as we pass along the size scale. The freakish peaks and other 
sharp irregularities are another notable feature of the record 
of rates for income corporations. Whatever more complicated 
relationships may exist, data for the income category give no 
evidence of some simple relation between size and rate of 
return, or of any relation tolerably invariant under changing 
cyclical conditions. 

The customary graphic comparison, based on six-year aver¬ 
ages, between the income and deficit categories and both com¬ 
bined, appears in Chart xxii. The considerable irregularity of 
the income curve renders a somewhat irregular relation between 
the deficit curve and the combined curve inevitable. The move¬ 
ments of the income curve at its two ends also account for two 
aspects of the comparison between the deficit and combined 
curves: the deficit curve rises more steeply at the left end than 
the combined curve, and rises at the right end where the com¬ 
bined curve is declining. The closeness of the three curves at 
the right end is very striking, and suggests small dispersion in 
earning power among big chemicals companies (see below, 
page 330). 

The corresponding tabular presentation, for each size class 
in all six years, yields little helpful guidance because of the 
striking irregularities in the particular classes (Table xv). We 
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are left with the one sure conclusion that in the chemicals group 
the relation between size and rate of return, whatever its nature, 
is peculiarly subject to cyclical changes which — though not of 
great intensity — affect various size classes differently. But 

CHART XXII 

Six-year Average of Rates of Return Compared with Size, for 
Chemicals Group and Income and Deficit Categories ♦ 



Horizontal scale logarithmic. Data in Table B. 

the comparisons of Chart xxn and similar comparisons from 
Table xv suggest further that — for both categories combined 
— the advance in rate of return with increasing size for the 
smaller size classes is accounted for by the deficit category, 
whereas the decline in rate of return with increasing size for 
the larger size classes is accounted for by the income category.® 

* Even this contrast may be partly a reflection of dispersion, when the 
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PETROLEUM AND OTHER CHEMICALS, IN I936 

The chemicals group was split into two new groups, petro¬ 
leum and chemicals, in 1936. The foregoing discussion for 
1931-36 has treated the chemicals group, even for 1936, on the 
former basis; but we now compare the two new groups for the 
single year 1936.'* The very great importance of petroleum, 
which was formerly a sub-group in chemicals, and the peculiari¬ 
ties of its rate-of-return record can not fail to cast some doubt 
upon the significance of the foregoing findings for the combined 
chemicals group. 

Chart XXIII compares rate of return with size for the two 
new groups as classified in 1936, and as combined on the 
former basis. Remarkable relationships catch the eye. The 
new chemicals group — excluding petroleum — shows the 
steady advance of rate with increasing size, up to the very top 
of the size scale, noted generally in the metals and foods groups, 
the manufacturing division, and all divisions combined. But 
the petroleum curve, after violent advances in the second and 
third size classes, followed by a nearly flat course up to the 
i-million-dollar class, and a further sharp advance to the next 
size class, drops violently in the lo-million-dollar class. Slight 
advances in the two top classes leave the rate lower than for 
any class except the two bottom size classes. It is petroleum, 

latter is considered along with the rate for the combined categories. See 
below, Chapter XXV. 

* The division here is much more nearly even than that observed in the 
case of the sep>aration of motor vehicles from metals (see above, page 78). 
Here total assets for petroleum ran to above lyl times total assets for the 
new chemicals group, in 1936. But striking differences appear in the specific 
size classes. Assets were greatly larger for chemicals in each size class up 
to lo-to-so-million dollars than for petroleum; but in the top classes petro¬ 
leum exceeds chemicals — very greatly exceeds in the top class. Here then 
is an emphatic instance of “concentration in particular size classes” of a 
line of industry which was (until 193s) a sub-group of a manufacturing 
group. 
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then, which accounts for the downturn at the right observed 
in Chart xx. It is petroleum which yields the maximum points 
in the intermediate size classes of Chart xx. The chemicals 
industries as a group, after exclusion of petroleum, have no 
such characteristics. 


CHART XXIII 


Rate or Return Compared with Size, for Chemicals Group and its 
Two Sections, in 1936 * 



Horizontal scale logarithmic. Data in Tables xv and C. 

Minor diversities appear at various points in the chart. In 
general, the chemicals curve on the new basis is close to that 
on the old basis in the left portion of the chart — where the im¬ 
portance of petroleum is sli^t (see footnote 4, page 99). The 
much lower level reached by the petroleum curve than by the 
others in the smallest size classes may indicate the inability 
of non-integrated firms to earn a return in this industry; but 
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the comparatively low positive rates in the top classes, where 
integration is probably extensive, implies a contradictory sug¬ 
gestion. We can at least conclude that petroleum stands apart 
as an industry in which the simple relationship between earning 
power and size, which we have observed in several charts, does 
not prevail. As these data are available only for 1936, no record 
of time variations can be presented;, and the question of cyclical 
stability can not be explored.® 

* Separate data for the income and deficit categories can indeed be calcu¬ 
lated. They, with the rates for both categories combined, appear on 
page 409. 
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TEXTILES 

The textiles group — as constituted before 1936 — is the 
fourth in order of importance among the groups of the manu¬ 
facturing division; and it is definitely smaller in business vol¬ 
ume than the three groups already studied, having much less 
than one half the gross receipts of the metals group and only 
about two thirds the gross receipts of the chemicals group 
(Table rv). On the other hand, all of the remaining manu¬ 
facturing groups run much smaller than textiles, the largest of 
them having considerably less than half the gross receipts of 
the textiles group; and the four groups — metals, foods, chem¬ 
icals, and textiles — thus stand apart definitely as leaders in 
the manufacturing division. Together these four make up about 
three quarters of the division, in terms of gross receipts; and 
no one of the remaining groups accounts for as much as 5 per 
cent of the division’s total gross receipts. In 1936, the textiles 
group was split into two new groups — textile fabrics (which 
we shall call textiles) and clothing — and these are discussed 
separately below (page iii). In the first sections of this chap¬ 
ter, however, 1936 data are treated on the former basis by 
combining the two new groups. 

The manufacturing activities of the textiles group range over 
various stages of the fabricating process, from production of 
yarn and fabrics to making of clothing and other finished tex¬ 
tile products ready for consumption. In this respect, the situa¬ 
tion does not differ from that already noted in the metals and 
chemicals groups: in each we found producers of goods for 
further use in production and of goods for direct consumption. 
Most of the goods produced in the textiles group, whether for 
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human consumption or industrial use, are of the sort generally 
considered as moderately durable. The textiles group differs, 
however, from the metals and chemicals groups in that here 
general knowledge tells us that integration of the various stages 
of production is much less common: makers of clothing, for 


TABLE XVI 

Comparative Importance of Sub-groups of the Textiles 
Manufacturing Group in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Sub-group 

Cotton goods. 

937 

913 

974 

Woolen and worsted goods 

. S66 

SS 2 

976 

Silk and rayon goods .... 

• 879 

SI8 

389 

Carpets . 

. 176 

168 

957 

Other textiles. 

• 3.770 

1,222 

324 

Clothing . 

. 8,010 

I »939 

242 

Knit goods . 

. i,3J8 

594 

451 

Entire textiles group . 

■ 13,656 

5)907 

377 


* Compiled and computed from Statistics of Income for 1935^ Part 2, p. 35. 
Units: $1,000,000, for column 2; $1,000, for column 3. 


example, are generally unlikely to be engaged also in making 
yarn or cloth. The various sub-groups in the textiles group 
are therefore presumably much more homogeneous than certain 
of those in metals and chemicals — an outstanding contrast in 
this respect is between the clothing sub-group here and the 
motor-vehicles sub-group in metals or the oil-refining sub-group 
in chemicals. 

Descriptions of the sub-groups appear in the stubs of Table 
XVI. Three clearly include producers of finished textile prod¬ 
ucts, mainly for direct consumption: carpets and floor cover¬ 
ings, clothing, and knit goods. Three are clearly made up of 
producers of intermediate products: cotton, wool, and silk and 
rayon. The miscellaneous (“not elsewhere specified”) sub- 
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group includes a considerable range of enterprises of both sorts. 
As to importance (Column 2 of Table xvi), clothing leads; 
and its gross income in 1935 fell only slightly short of the com¬ 
bined gross income of the three sub-groups producing fabrics 
and other materials. 

There is no such wide range in average size of corporation 
among these sub-groups as we found in groups studied earlier. 
The average is smallest for clothing; but the highest average, 
that for wool, is only about four times as great (Column 3 of 
Table xvi). There is no emphatic evidence here of any like¬ 
lihood that a particular sub-group will dominate any particular 
size class in the entire textiles group. Our study below of the 
rates of return for various size classes need not therefore be 
qualified by the probability that certain size classes have a 
seriously different dominant type of textile activity than do 
other size classes (but see page in). 

SIZE VARIATION IN RATE 

The two most striking characteristics of the comparison be¬ 
tween size and rate of return for the textiles group (Chart 
xxiv) are the remarkable gap between the pair of curves for 
1931 and 1932 and the sheaf of curves for 1933-36, and the 
very considerable approach to parallelism particularly within 
the two sets of curves. That the 1931 curve runs so closely at 
the same level as the 1932 curve throughout its course is 
emphatic indication that the full effect of the great depression 
had already been realized by 1931 in this industry. This may 
reflect largely the necessity of taking severe inventory losses, 
in an industry peculiarly exposed to price fluctuations, early in 
the depression; it may also reflect, but probably to a much 
smaller degree, the tendency for recovery to begin somewhat 
earlier in 1932 for the textiles industries, the end products of 
which are mainly consumption goods. That the 1933 curve 
should be mainly at a higher level than those of 1934 and 1935 
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may again be due largely to inventory and price conditions — 
the extraordinary advance in commodity prices in the early 
summer of 1933 coupled with a rapid accumulation of inventory 
may well have been a dominating factor in the year’s profit 
record. On the other hand, we might think of the 1934 curve 


CHART XXIV 

Rate of Return Compared with Size, for Textiles Group * 

X 



as probably depressed below the 1933 curve because of the 
textile strikes of 1934, but this reasoning could not be advanced 
in explaining why the 1935 curve runs moderately below that 
of 1933. 

The approach to parellelism between the 1931 and 1932 
curves, and among the 1933-36 curves, is remarkable. Al¬ 
though there are some actual intersections among the curves, 
the points for any one size class — in the two groups of curves. 
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1931-32 and 1933-36 — are so closely clustered that the ap¬ 
pearance of parallelism is impressive. When all six curves 
are considered together, the evidence of parallelism is less strik¬ 
ing: the spread between the depression curves 1931-32 and the 
recovery curves 1933-36 becomes narrower toward the right 
of the chart. This is a clear indication that cyclical depression 
brought a heavier burden to the lower size classes than to the 
higher. 

The great smoothness of the curves in their course from 
left to right — the absence of any important irregularities, 
except in the 5-million-dollar class — and the very large range 
over which the rate changes between left and right support 
strongly the view that a persistent relation between size and 
rate of return exists in the textiles group. In all years rate of 
return increases with increasing size. An exception appears: 
at or near 5 million dollars most of the curves show a general 
decline; but this is reversed at once, and (for all years except 
1934) the increase of rate with size extends to the very largest 
textile corporations.^ The tendency toward a flat or nearly 
horizontal movement in the middle range of size, which has been 
observed in similar charts for certain other groups, appears 
also for the textiles group particularly in the years 1933-36. 
But here the range of size covered by the flat movement is 
rather narrow, and the advance in rate at the left end of the 
curves continues fairly far along the size scale for most of 
the curves. 

TIME VARIATION IN RATE 

As already noted, the time variations in rate of return for 
this group are somewhat peculiar. They are recorded, for the 
entire group and two selected size classes, in Chart xxv.** The 

^Unfortunately, necessary combinations of certain of the highest size 
classes for certain years, in the Treasury tabulations, damage the complete¬ 
ness of the picture at the right in this chart. 

* Because of the incomplete data for the highest size classes, a somewhat 



TEXTILES 


107 


CHART XXV 

Time Variations in Rate or Return, tor Textiles Group and 
Selected Size Classes * 



♦ Data in Table xvii. On old basis for 1936. 


1931-32 decline in each curve is mild, probably for reasons 
already suggested. In all three curves, the 1932-33 advance 
is remarkably sharp, and the subsequent movement is either 


different selection of the “large” size class is used here from that followed 
in previous similar charts. 




TABLE XVII 

Rates of Return for Textiles Group ♦ 


Class t 

1931 

193a 

1933 

1934 

1935 

1936 1 

0. 

-32.60 

—40.08 

— 22.01 

-19.58 

-17.03 

-11.86 


11.93 

6^7 

7.64 

6.86 

7.72 

8.80 


-55.55 

—49.68 

-38.98 

- 37-45 

-37S4 

- 3 i'S 3 

50 . 

-17.90 

-1954 

-3.68 

-3.13 

-2.17 

.56 


8.70 

6.92 

7.82 

7-37 

8.12 

9.09 


- 3^-33 

—26.14 

— 17.06 

-15-53 

-15-94 

-15-77 

100 . 

-13.25 

— 12.62 

.18 

— 1.22 

.31 

4.21 


7.18 

644 

8.97 

8.32 

8.52 

1044 


—2648 

— 18.67 

— 12.63 

-12.33 

— 12.63 

— 10J85 

250 

— 7.2a 

-8.69 

340 

.69 

2.36 

5.09 


7-35 

6.61 

9.17 

8.64 

8.86 

9.82 


— 15-12 

-14-31 

-742 

-9.86 

-9.17 

-9-31 

500 . 

-5-64 

-745 

3.38 

I.IO 

2.49 

6.18 


6.38 

S.19 

8.62 

7.64 

8.32 

9.76 


— 12.63 

— 12.30 

-6.79 

— 8.42 

- 7^3 

-748 

1,000 . 

—4.81 

-S.54 

3.80 

I.I5 

2.52 

5.Z3 


6.39 

4.70 

7.6s 

6.71 

7.40 

8.16 


-g.76 

—8.92 


-5-92 

- 5-43 

-6.15 

S.000 . 

-5.78 

-7A7 

1.80 

. . . 

41 

5.13 


3.91 

3.64 

7.22 


S.54 

8.21 


—g.26 

—lojis 

-6.85 

- 5-47 

—6.02 

-5-92 

10,000 . 





3*20 

7.36 





5.64 

7.13 

8.37 




-4.11 


- 5 -z(f 

-245 

50,000 . 





6.35 

SjSs 






6.3s 

8.65 

Classes grouped $ 

-3.73 

-5.16 

4.59 

1.07 

y.. 

... 


3.58 

3-39 

7.66 

5-93 




-7.90 

-8.IS 


— 5-62 



Entire group ... 

—6.10 

-iM 

2.80 

.38 

1.95 

5.36 


546 

4 S 4 

7.86 

6.64 

7.34 

8.65 


—11.92 

— II .71 

- 7-94 

-7.91 

-7-74 

-^.55 


* Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
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very slowly upward or irregular. Both the group curve and that 
for the large class show actual declines in 1934. For the tex¬ 
tiles group, as a whole and in nearly all of its size classes (see 
Table xvii, for other classes), the worst of the depression and 
also the bulk of the recovery came earlier than in most other 
branches of industry. 

The intensity of fluctuation here is not greatly different from 
that for the metals group. The group curve here ranges over 
13 points, and the curve of the lowest size class (Table xvn) 
ranges over 28 points. Despite the fact that many of the tex¬ 
tile companies produce consumption goods, the industry is 
about as responsive — in its profits aspect — to the business 
cycle as is the most general example of a group composed of 
capital-goods industries. Again, the suggested explanation runs 
in terms of price and the vital role of commodity inventories. 
Many of these enterprises are engaged not only in a manu¬ 
facturing operation, but also unavoidably in a speculative 
carrying of commodities dangerously subject to violent price 
fluctuations. That these commodities were exposed to extraor¬ 
dinarily adverse world-market conditions during the depres¬ 
sion, and that they were especially influenced by domestic 
official recovery policies particularly in 1933, are well-known 
facts. 


PROFITABLE AND UNPROFITABLE CORPORATIONS 

The relation of size to rate of return for the income corpo¬ 
rations of the textiles group (Table xvn) again admits of con- 


So,ooo-thousand-dollar class has no stated upper limit, 1931-3S; the 100,000- 
thousand-dollar class has no items, but defines the upper limit of the 50,000- 
thousand-dollar class in 1936. 

11936 figures on old basis: combining the two new groups — textiles and 
clothing — of 1936 (see page in). 

i High size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in “grouped” row. 
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sideration in two time intervals, 1931-32 and 1933-36. The 
two depression years show an unmistakable tendency for the 
rate to decrease as size increases, although rates for the lower 
size classes ran much higher in 1931 than in 1932. In 1933-36, 

CHART XXVI 

Six-year Average of Rates of Return Compared with Size, for 
Textiles Group and Income and Deficit Categories ■" 



.05 .1 .25 .5 1 5 10 50 Mil. t 

* Horizontal scale logarithmic. Data in Table 6. 


however, rates rise to a maximum in intermediate size classes 
and are irregularly lower for the high size classes. For these 
years, rate of return was maximum for intermediate size classes, 
and distinctly lower for the smaller corporations and for the 
larger corporations. Coupled with the moderate decline at the 
right ends of several of the curves of Chart xxiv, this suggests 
that the most profitable size for textile enterprises lies in the 
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middle portion of the size scale. Although this evidence is by 
no means strong enough to be conclusive, it suggests that 
failure of extensive integration and large-scale organization to 
appear widely in the textiles industry may imply a recognition 
that too great size brings a reduction in earnings. 

The relation between the income and deficit categories, and 
both combined, is presented on the basis of six-year averages 
in Chart xxvi. The slight curvature of the income curve ac¬ 
counts for the greater approach to rectilinearity in the middle 
size range of the deficit curve than in the combined curve. 
Rate of return increases more steadily with size for the deficit 
category than for both categories combined. It is not to be ex¬ 
pected that these findings will be borne out in each separate 
year, because of the difference between 1931-32 and 1933-36 
noted above with respect to the income category. Graphic com¬ 
parisons for separate years are not presented, but the tabulated 
rates for all size classes shown in Table xvii bring out the mod¬ 
erate diversity among the years in the relation between the 
deficit category and the combined categories. 

CLOTHING AND FABRICS IN 1 93 6 

Separate tabulation of two new groups — textile mill products 
(herein called textiles), and clothing and apparel — in 1936 
supplies the basis of a helpful breakdown of the results discussed 
above.® The relation of rate of return to size for each group 
and for both combined is recorded in Chart xxvii. The curve 
for textile mill products is closely similar — in shape and 

‘The comparative importance of the two new groups, based on total 
assets in 1936, is: textiles, 3.77 billion dollars; clothing, .96. In terms of 
gross receipts, it is: textiles, 4.41 billion dollars; clothing, 2.24. A striking 
difference appears with respect to concentration in large companies: 2.19 
billion dollars of total assets are held by companies having over 10 million 
dollars of assets each in the textiles group, against only 67 million dollars 
in the clothing group. The clothing group is strikingly one of small enter¬ 
prise. 
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level — to that for the two groups combined — that is, on the 
basis discussed above. But the curve for clothing runs hi^er 
throughout its range (it is not available for top size classes — 
see footnote 3, page in), and very considerably higher in the 
central range of the size scale. Moreover, the final movement 


CHART XXVII 

Rate op Return Compared with Size, for Textiles Group and its 
Two Sections, in 1936 ♦ 
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* Horizontal scale logarithmic. Data in Tables xvn and C. 

of the clothing curve is definitely downward, whereas that of 
the textiles curve is as clearly upward. That the departure of 
the clothing curve from the combined curve is greater than 
that of the textiles curve from the combined curve, except at 
or near the left end, is a technical result of the comparatively 
greater concentration in the textiles group — its weight in the 
combined group rises as size increases.* 

We are at a loss to know whether the disparity between 
clothing and textiles, as revealed in Chart xxvii, is character¬ 
istic or is merely peculiar to 1936. It is at least possible that, 
in industries for which inventory and price changes may be 

'The detailed schedule of rates for income and deficit categories and 
both combined for the two 1936 groups is given on page 409. 
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highly important, the developments of such a year as 1936 
might have led to an extraordinary difference in profit rate as 
between clothing and textile fabrics. The lack of concentra¬ 
tion in the clothing group further suggests that, because a 
relatively small portion of the industry falls in the size classes 
above 500 thousand dollars, rates for the higher size classes 
may rest upon a large chance element in the clothing group. On 
the other hand, the high size classes in textiles include an 
important share of the industry, and such rates are correspond¬ 
ingly more dependable. In any case, until similar data for other 
years are available, great significance can not be attached to 
the indicated differences between clothing and textiles. 



IX 


PRINTING AND PAPER GROUPS 

As NOTED IN THE PREVIOUS CHAPTER, all of the remaining 
groups in the manufacturing division are small in comparison 
with the four leading groups already discussed. Discussion of 
these remaining groups, although likely to bring out signifi¬ 
cant peculiarities and differences, will therefore be on a more 
restricted plan; and treatment of each in full detail and in a 
separate chapter does not appear necessary. 

The present chapter treats together the two groups printing 
and publishing, and paper and pulp. No unmistakable logical 
necessity leads to joint consideration of these two groups. The 
logical reason might appear in the fact that one group provides 
the principal basic material of the other, but an equally strong 
argument might be adduced for treating paper and pulp along 
with the forest-products group, on the basis of like origin of 
principal raw materials. Suffice it to say that the selection 
of groups for joint treatment in this chapter, and likewise in 
the next two chapters, does not carry any decisive implications 
as to comparability of such groups. 

The Treasury tabulations afford no basis for breaking either 
group — printing and publishing, or pulp and paper — into sub¬ 
groups. Only the broad over-all tabulations are available for 
each group. We are aware from general knowledge that 
printing and publishing must cover a considerable range of 
somewhat diverse activities, principally newspaper publishing, 
periodical publishing, book manufacturing, job printing, and 
possible combinations among these. But no classifications of 
data are available in Statistics of Income to indicate the relative 
importance of these within the group, or to indicate the average 
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size of corporation in each sub-group. Likewise for the other 
group, paper and pulp, we are aware that paper manufacture 
is somewhat specialized into newsprint, book paper, writing 
paper, wrapping paper, and paperboard, and other lines of 
paper, with various combinations in the case of particular 

CHART XXVIII 

Rate of Return Compared with Size, for Printing Group * 
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* Horizontal scale logarithmic. Data in Table xvm. 

corporations. But again we have no detailed data, and our 
analysis of the group figures must proceed without reference 
to the make-up of the group. 

PRINTING AND PUBLISHING 

For the printing and publishing group (herein called print¬ 
ing), rate of return increases as size increases up to a size 
range somewhat below the top, in all years and with only 
negligible irregularity (Chart xxvin). Although there are few 
intersections among the curves, the somewhat exceptional course 
of the 1933 and 1936 curves at the left, and the 1934 curve at 
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the right, detracts from an appearance of parallelism. With 
exceptions in 1933 and 1936, all years show a progressive ad¬ 
vance toward the right, until the s-million-dollar class is 
reached. These curves have no such horizontal drift in the 
middle size range as we have found in certain other groups, 
but they do show an emphatic downturn at the right end. The 
advance of rate with size, while less steep in the middle than 
at the left end, continues to about 10 million dollars; and is 
very sharp from the i-million-dollar class to the next. The 
downturn at the right is moderate for 1931-33, and sharp for 
1934-36. Evidence that maximum rate of return appears 
for an intermediate size range — near 5 million dollars — is 
unmistakable. 

The total spread among the curves, particularly in the mid¬ 
dle and at the right end, is not great; and we infer that cyclical 
responsiveness is only moderate in the printing industries. This 
is borne out by the annual record for the group and selected size 
classes (Chart xxix); although, for the lower size class shown, 
the maximum range of variation is about 17 points. We have 
here a more stable industry than any heretofore examined; 
even the foods group showed a somewhat greater responsive¬ 
ness to the cycle. 

In all years, even in the deep depression of 1932, the high 
size class shown in the chart recorded an average profit; and 
even in 1932 the i-million-dollar class (Table xvni) barely 
failed to yield a profit. Although much of the output in these 
industries is in the form of consumption goods, a substantial 
fraction — particularly in the job-printing branch and in the 
advertising section of the newspaper and periodical branches — 
is without doubt made up of goods for use in further productive 
operations. That an industry with these characteristics should 
show so little effect of the business cycle is therefore somewhat 
surprising. 

No separate graphic record is presented of the relation be- 
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CHART XXDC 


Time Vamations in Rate of Return, for Printing Group and 
Selected Size Classes * 



♦ Data in Table xvin. 

tween size and rate of return for the income corporations of 
the group. Except for some decline from the lowest size class 
to the next class, and for some irregularities in particular 
classes, the upward-to-the-right tendency would be unmistak¬ 
able if such a chart were shown (see Table xviii). This again 




TABLE XVIII 

Rates or Return for Printing Group * 


Class t 193 X 

X 93 a 

*933 

X 934 

I 93 S 

1936 

0 . — i6.8r 

-23.05 

— 18.01 

— 9.62 

-9-50 

—6.10 

10.66 

9.80 

7.7s 

10.3s 

10.48 

12.92 


-29.43 

—25.86 

-24-55 

—28.90 

-26.68 

SO . --6.30 

— 12.31 

-7.26 

-.30 

1.13 

4.11 

8.03 

6.33 

6.42 

8.85 

9.59 

10.84 

-1913 

-17-57 

— 13-S0 

— 12.20 

-13-49 

— 11.10 

100 . —3*31 

-6.26 

-3-37 

1.62 

3.32 

5-99 

8.49 

7.34 

6.88 

9.39 

10.69 

11.49 

-15-29 

-12.99 

— 10.52 

- 11-33 

— 12.27 

— 12.56 

250 . —.20 

—240 

-.07 

3-59 

4.66 

8.61 

9.23 

7.23 

7.19 

9.34 

10.72 

13.70 

-1415 

- 9-43 

-8.38 

— 10.36 

-12.59 

-X 5 - 6 S 

500 . 2.87 

— 1.84 

-.32 

4.48 

6.64 

7-51 

10.04 

8.70 

7.09 

9.39 

10.34 

11.70 

— 10.51 

— 11.19 

- 11-54 

-16.97 

— 16.17 

-41 IS 

1,000. 4^2 

-•33 

2.64 

5.30 

7-13 

9.6s 

9*54 

745 

7.70 

9.03 

10.58 

11.27 

-493 

—6.60 

—5.02 

— 10.06 

-11.39 

-14-03 

5,000 . 6.17 

4.62 

5-30 

9.67 

ZI.41 

12.82 

11.33 

9.53 

9.06 

11.33 

13.18 

13.73 

-12.49 

- 4-94 

-4-50 

- 5-39 

-14-59 

-3-89 

10,000 . 

... 

... 



10.37 






11.04 


-6.60 

-.29 



-2.95 

Classes grouped t 4.54 

•77 

2.86 

2.89 

7.62 

3-35 

11.28 

2.58 

3.46 

9 45 

10.84 

3.35 

--13 



-9-86 

j 6 o 


Entire group 2.41 

-■83 

1.09 

3.68 

646 

7.98 

10.30 

4.98 

5.46 

9.62 

11.OS 

10.55 

-6.6z 

—10.56 

-8.06 

— 11.72 

-8.34 

— 16.08 


’^Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5o,ooo-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936; items of both these classes 
are covered in “Classes grouped.” 

t High size classes combined, to conceal a single corporation. Where ^uch 
combination applies to only income category, other category is shown separately 
in the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 
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distinguishes the printing group from several groups previ¬ 
ously studied; here, even for the income corporations alone, 
rate of return increases as size increases. Detailed comparisons 
between the income and deficit categories and both combined 
are facilitated by Table xvni (see also below, footnote i, 
page 121). 

PAPER AND PULP 

The sheaf of curves representing the relation between size 
and rate of return for the paper and pulp group shows con¬ 
siderable lack of uniformity in the relation between rate of 


% 

+10 


0 


-10 


-20 

* Horizontal scale logarithmic. Data in Table xdc. 

return and size (Chart xxx). That a tendency for rate of re¬ 
turn to increase with size exists is manifest at and near the left 
end of the curves. Except for 1931-32, however, the tendency 
does not persist above fairly low size classes. The general 
drift of the 1933-36 curves to the right of 250 or 500 thousand 
dollars is slightly downward. Even for 1932, there is little net 


CHART XXX 

Rate of Return Compared with Size, for Paper Group * 



.05 .1 25 5 I 5 10 50 Mil.» 





120 CORPORATE SIZE AND EARNING POWER 

advance to the right of i million dollars. Moreover, the total 
range of variation in rate for any one of the four years 1933-36, 
even if we do not ignore the lowest size class, is smaller than 
in the case of any manufacturing group heretofore studied. 

The case is somewhat different for the two depression years, 
1931 and 1932. Curves for these two years not only advance 
to a point much farther to the right, but the total range of vari¬ 
ation in rate is much wider, than for the 1933-36 curves. This 
disparity, along with the considerable irregularities in and 
numerous intersections between the 1934 and 1935 curves, 
robs the chart of any close approach to parallelism among the 
curves. The inescapable conclusion is that, though the cyclical 
responsiveness of the entire paper and pulp group — despite the 
fact that the group is made up largely of producers of basic 
materials for use in further production — is not great, the dif¬ 
ferential effects of the cycle up)on the various size classes are 
notable. 

This situation is brought out also in the annual record for 
the group and two selected size classes (Chart xxxi). The 
range of variation over time differs notably among the curves; 
and the curves also differ in shape, particularly with respect to 
comparative intensity of movement for 1931-32, 1932-33, and 
1935-36. For 1935-36, the lower class shown in the chart 
records an almost negligible change. Maximum range of varia¬ 
tion runs somewhat smaller than in the printing group. 

No chart is presented for the income corporations of this 
group; but these data, along with similar data for the deficit 
category and both categories combined, appear in Table xix. 
If the income curves were plotted, they would show, despite 
remarkable irregularities for particular size classes, a moderate 
downward-to-the-right tendency in most years. In this sense, 
the paper and pulp group does not differ from most other 
groups already studied: for the income corporations, rate of 
return declines gradually as size increases. For several years. 
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CHART XXXI 

Time Variations in Rate of Return, for Paper Group and 
Selected Size Classes * 



♦ Data in Table xdc. 


however, the advance in rate from the lowest to moderate size 
classes — for the income category — is so systematic that it 
can not be called an irregularity.^ 

These two groups — printing and paper — reveal unmis¬ 
takable evidence that rate of return reaches a maximum in some 

' For this group, as well as for printing, the combinations of high size 
classes in certain years limits the size-range of the six-year averages of 
rates by the necessary combination of high size classes. These rates appear 
in Appendix, Table B. 




TABLE XIX 

Rates of Return for Paper Group * 


Class t 

1931 

*932 

*933 

*934 

*935 

1936 

O . 

19.57 

-24-85 

“ 9.17 

-5.96 

“ 7.21 

—3.28 


10.32 

6.53 

8.54 

8.45 

10.14 

11.72 


- 44-^2 

-29.52 

-23-50 

-21.47 

-30.13 

-31-84 

SO . 

“595 

— 10.29 

-8s 

.88 

3.05 

3.30 


7.10 

6.18 

7 -S 4 

10.49 

10.29 

10.66 


-14.09 

-16.37 

— 10.88 

— i6js3 

-12.37 

-14-24 

lOO . 

-3-84 

-6.98 

2.42 

5.24 

4-36 

7-28 


7.88 

6.79 

10.19 

12.07 

12.96 

12-54 


-1544 

— 11.84 

-9-03 

-9.69 

-16.39 

- 11-57 

250 . 

— 1.41 

-4-83 

2.80 

5.32 

7.34 

8.08 


8 .S 9 

6.15 

9.86 

11.28 

12.29 

II.16 


-9.49 

— 10.51 

-8.80 

-9.09 

-6.77 

- 4-95 

Soo . 

.30 

-2.56 

2.30 

6.53 

5.76 

7-84 


8.87 

6.15 

8.26 

12.31 

11.19 

12-55 


-8utS 

-7.86 

- 7-33 

- 7-93 

— 11.87 

-9-23 

1,000. 

— .21 

-4.47 

2.17 

3.67 

5.34 

7.32 


7.37 

541 

7.63 

8.96 

9.31 

989 


-7.12 

-8.78 

- 5-74 

-6.74 

-5-51 

-6.52 

5»ooo . 

-.03 

“ 1.74 

.99 

5.25 

6.40 



S.35 

4.68 

6.83 

8.89 

8.77 

8.94 


- 5^6 

-544 

- 5-53 

-2.79 

- 3-54 


10,000 . 






5.18 


. .. 

... 

... 



7.01 


—4.20 

—4.26 

—2.10 

-2.86 

-4.07 

- 5-37 

50,000 . 


... 


... 

... 

... 


-•77 

—2.65 

-1.65 

— l.OI 

- 1-95 


Classes grouped % 

-.33 

-2.72 

.10 

1.67 

2.31 

3.96 


3.50 

2.09 

4 - 9 S 

S.71 

6.58 

2.34 







-1.66 

Entire group .,. 

-.49 

“332 

.83 

3.06 

3.98 

5.38 


4.90 

4-34 

6.76 

8.11 

8.53 

8.11 


- 4 -^S 

-5-28 

- 3-35 

- 3-53 

- 4-40 

-4-65 


* Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
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intermediate section of the size scale, and then declines with 
further increase in size. Fragmentary evidence of this sort 
has appeared in study of certain other groups, but printing and 
paper seem to afford the most clearly systematic cases so far 
examined. That these two groups represent mainly very differ¬ 
ent types of operation and organization only renders the finding 
more striking. The further observation that cyclical varia¬ 
tions, while irregularly affecting the rate of return in various 
size classes of both groups, are comparatively mild also takes 
on special significance when the nature of the two industries 
and their products are considered. 


50,000-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936, and items of this class are 
covered in “Classes grouped.” 

t High size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in “grouped” row. 
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FOREST PRODUCTS; STONE, CLAY, AND 
GLASS PRODUCTS 

The two groups treated in this chapter — forest products; 
and stone, clay, and glass products (herein called stone) — are 
related in that their output is destined mainly for the construc¬ 
tion industry. Except for the portion of these products used 
in residential building — generally regarded as consumption —^ 
and perhaps some portion going into certain forms of public 
construction, the output is largely destined for use by pro¬ 
ducers. Both groups are made up in important degree, then, 
of manufacturers of durable producers’ goods. 

The published tabulations give limited statistical sum¬ 
maries for two sub-groups within the forest products group, 
but no such details for the very heterogeneous stone group.^ 
The two sub-groups in the forest products group are of nearly 
equal importance, and the average size per corporation does 
not differ widely between the sub-groups. We have therefore 
no reason for supposing that either sub-group will dominate any 
particular size class in the entire group. The unavailability of 
sub-group data prevents the making of even this rough test 
for the stone group; but general knowledge suggests that some 
t3rpes of activity presumably included in this group — for ex¬ 
ample, cement manufacture — may be dominated by very large 

^In 1935, the sub-group data of the forest products group show: 

Gross income 

Number of Average per 

corporations Total corporation 

Sawmills and planing mills. 3,072 619 202 

Other forest products. 3 * 17 ^ ^99 185 

From Statistics of Income for 1935, Part 2, p. 35. Total in millions of 

doUars; average in thousands of dollars. 
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companies, whereas others — for example, brick manufacture 
— may be represented generally by small or moderate-sized 
companies. But this evidence is not sufficiently precise to war¬ 
rant any sure inference that certain size classes of the entire 
group are specialized with respect to specific lines of activity. 

FOREST PRODUCTS 

This industry might fairly be described as resistant to re¬ 
covery: only two curves of Chart xxxn pass above the zero 

CHART XXXII 

Rate op Return Compared with Size, for Forest Products Group* 

X 



line; and even one of those, that for 1935, runs only slightly 
above zero for the two size classes just below the highest shown. 
All rates 1931-34 fall below zero, some of them very far below 
zero. The lumber industry, in addition to long-standing un¬ 
favorable conditions within the industry, has suffered during 
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the years since 1932 from the lagging recovery in the construc¬ 
tion industry; and even in 1936 it enjoyed only moderate aver¬ 
age rates of return. 

In addition to the generally low level of the curves of Chart 
XXXII, the wide spread among the curves is notable, except near 
the right end; it reflects the severe effects of the cyclical situa¬ 
tion in building and in general business. For all classes to the 
left of one million dollars, the spread is great; and even for the 
one-million-dollar class, the spread is wider than that observed 
in similar charts for several other manufacturing groups. To 
the right of five million dollars, absence of the 1932 curve pre¬ 
cludes satisfactory comparisons. The approach to parallelism 
among the curves — even ignoring the peculiar flat movement 
at the left end of the 1932 curve and some irregularities in the 
1934 curve — is only slight: the convergence near the right end 
is very remarkable. The exhibit suggests that the cyclical im¬ 
pact is far from uniform upon the various size classes, with a 
much greater intensity at the left than at the right. The drift 
of the curves, even if the lowest size class is ignored, is moder¬ 
ately upward-to-the-right; although 1934-36 curves show a 
clear decline following a maximum at some intermediate size. 
In the 1931 curve, advance in rate is well sustained to the right 
end of the curve. Rate of return in this group generally in¬ 
creases as size increases; but the relationship is not persistent 
over time, and is not clearly manifest for large size classes. 

The annual record, shown in Chart xxxni, brings out the in¬ 
tensity of cyclical variation. Except for the low size class 
shown, the range of fluctuation is large in comparison with 
corresponding curves for most groups already studied. Even 
for this low size class, the range is very wide; and a striking 
fact is the secondary drop in 1934. For the lowest size class 
(Table xx), the range is somewhat less wide than for the low¬ 
est class of the metals group; and the odd fact that the 1931 
rate is much below the 1932 rate emphasizes a peculiar timing, 
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CHART XXXIII 


Time Variations in Rate or Return, for Forest Products Group and 
Selected Size Classes * 



♦ Data in Table xx. 


as well as the severe intensity of movement, of the cycle in 
this class. The “high” size class curve shown in the chart 
actually pertains to a fairly low point on the size scale — miss¬ 
ing data in certain years prevented use of a higher class in 
the chart. 



TABLE XX 

Rates op Return for Forest Products Group ♦ 


Claiit 

1931 

193a 

X 933 

1934 

X 93 S 

X936 

0 . 

-30.99 

-23.93 

—24.01 

-15.96 

-14A1 

— 10.76 


9.71 

S.6S 

7.78 

7.79 

9.67 

11.50 


-45-89 

-25.71 

- 35-86 

—28.52 

-33.57 

-36.48 

SO . 

-1747 

-*3-67 

-9.23 

-13.59 

-441 

— 1.28 


748 

6.70 

7-44 

6.14 

7.17 

9.31 


‘-26.10 

- 36.73 

— 17.26 

-16.93 

-15.58 

— 18.26 

100 . 

-1346 

-17.32 

— 6.12 

-6.17 

-2.38 

2.60 


6.14 

5-74 

6.II 

6.13 

7.61 

10.07 


-19.64 

- 19-37 

-12.43 

-13.91 

— 12.41 

-10.77 

250 . 

— 11.09 

-15.8s 

-3.96 

-4.73 

-.60 

3.8a 


4.62 

4.13 

S.12 

6.80 

7.09 

8.90 


-14.98 

-1775 

—8.32 

— 11.66 

-8.25 

- 7 J 54 

Soo . 

-9.17 

-11.59 

-3.27 

—2.63 

-.30 

3.96 


4.58 

3.56 

5-97 

5-70 

6.70 

8.7s 


-1303 

-13.40 

-7.17 

-6.62 

-6.38 

-7.05 

Z,000 . 

- 7‘53 


- 4»7 

-1.37 

.11 

3.59 


4-97 


4.0s 

539 

S.34 

7 .II 


— 10.07 

-9.32 

-8.48 

—5.20 

-4.53 

—6.02 

Siooo. 

“6.12 


-2.23 

-1,66 

.07 

3.06 


2.85 


2.15 

2.73 

3-25 

7.86 


-7 55 

-7.28 

-4-23 

—4.08 

—2.81 

-3.73 

10,000 . 

-5.23 
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—6,10 

-6.78 



-3.69 

—2.16 

50,000 . 

- 3^5 

... 



... 

... 



—3.26 





Classes grouped t 


-6.67 

-1.72 

—2.27 

-.49 

2.19 



6.00 

S.io 

3.09 

2.52 

4.08 




-2.53 

-3.24 



Entire group ... 

-7.94 

-9.70 

-3.77 

— a.92 

-.74 

2.74 


4 -Si 

5.18 

457 

5.00 

4.85 

6.9s 


— to.16 

— 10.50 

—6.46 

-6.32 

—6.07 

—6.27 

* Expressed in 

per cent; 

ratio of profit (or loss) after 

taxes to 

estimated 


average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower liinit of class interval, in thousands of dollars of total assets. The 
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The curves comparing size and rate of return for the in¬ 
come corporations of this group, if such curves were shown, 
would reveal an unmistakable downward-to-the-right drift — 
much steeper than has been found in most groups (Table xx). 
For the income category of this group, rate of return unmis¬ 
takably declines as size increases. The comparison of the 
deficit category with the income category and with both cate¬ 
gories combined can be tested for each year by the rates tabu¬ 
lated in Table xx (see also below, page 133). 

STONE, CLAY, AND GLASS PRODUCTS 

In this group the upward-to-the-right tendency of the curves 
relating size to rate of return is remarkably systematic; al¬ 
though, except at the extreme left end, the inclination is not 
steep (Chart xxxiv). There are relatively few irregularities in 
the curves, and no case of clear-cut intersection; and the ap¬ 
pearance of parallelism, except for a considerable spreading at 
the extreme left, is very striking. Cyclical variations have 
nearly uniform impact on the various size classes in this manu¬ 
facturing group. The entire sheaf of curves, except for the 
right ends of the 1934-36 curves, stands at a low level on the 
chart: until 1934 few of all the rates plotted run above zero, 
but the 1935 and 1936 curves run well above zero except at 
their left ends. 

The total spread among the curves is distinctly wider than 
in such groups as foods and printing; but it is narrower than 
in the moderate size range for forest products. The cyclical 
responsiveness of the industries of this group is only moderately 


50,000-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936, and items of this class are 
covered in ‘‘Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income category, other category is shown separately 
in the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 
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intense, except in the lowest size class. The cyclical variation 
is more clearly indicated in the annual record of Chart xxxv: 
the total range of fluctuation for the group curve and the higher 
size-class curve is moderate; but, despite appearance of simi¬ 
larity among the three curves, it runs to over i s points for the 


CHART XXXIV 

Rate of Return Compared with Size, for Stone Group ♦ 



lower size class shown. For the lowest size class (Table xxi) 
the range is nearly 24 points, which is substantially greater 
than in the case of forest products. A striking feature of the 
chart is the regularity of the 1932-36 advance, in all three 
curves. 

As the demand for the products of this group is largely 
similar to that in the case of the forest products group, the 
divergent cyclical experience of the two groups is surprising. 
We may suggest as possible explanations differences in organ¬ 
ization in the two groups of industries, differences in geograph- 
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ical location and shipping costs, and also possible differences 
in debt and the burden of fixed charges. 

Separate curves, comparing size with rate of return for the 


CHART XXXV 

Time Variations in Rate op Return, for Stone Group and 
Selected Size Classes * 



* Data in Table xxi. 


income corporations in this group, would give some evidence 
of a very mild downward-to-the-right drift — a very mild tend¬ 
ency for rate of return to decline as size increases — in most 
years, with numerous irregularities and some tendency for rate 
to advance with increasing size for the large size classes in 




TABLE XXI 

Rates of Return for Stone Group * 


Classt 


1932 

Z 933 

*934 

1935 

1938 

0 . 

—21.32 

-29.84 

-17.54 

-17.52 

— Z2.24 

—6.10 


9.30 

6.93 

5.67 

8.46 

8.34 

12.12 


-3246 

-340s 

-22.37 

—28.65 

-21.63 

-23.92 

SO . 

-9.32 

- 13-94 

— 9.20 

— 6.27 

-2.73 

142 


9.30 

6.20 

6.6s 

7.73 

10.02 

11-37 


-17 45 

-16.56 

— 12.65 

— ii.qS 

— 12.03 

-11.99 

zoo . 

-9.96 

— 11.48 

—6.92 

-3.97 

—141 

3.78 


6.20 

7-97 

6.76 

8.27 

8.86 

12.38 


-iS ‘34 

-1415 

-10.33 

-g.78 

— 10.13 

— 10.29 

250 . 

— 7.28 

— 1048 

-4.87 

-1.74 

.38 

3.83 


5-86 

S.7I 

7.84 

7.64 

8.6s 

10.14 


- 1^37 

— 12.12 

-8.60 

-8.03 

- 7‘55 

-6J88 

Soo. 

-3.42 

-7.38 

-3.31 

.29 

1.82 

5.61 


5.63 

S04 

6.12 

8.23 

8.9s 

9-87 



-10.47 

—8.05 

-7 19 

- 7-50 

-^ 7 ‘i 5 

1,000 . 

- 3-23 

-6.75 

-3-13 

-.39 

1.80 

5.60 


5.62 

506 

S.S 8 

5-54 

7.23 

8.38 


- 7-58 

-g.i2 

-6.15 

— 6 j 04 

-4.87 

-347 

5,000 . 

-2,41 

-542 

-.98 

2.88 

4.89 

7.92 


40s 

4.8s 

S.34 

940 

11.88 

9.80 


-5-83 

- 7-59 

-540 

-3-87 

-3‘12 

-8.34 

10,000 . 




3.29 

5.09 

8.68 


956 



S-SS 

9.9s 

ZO.II 




- 37 ^ 

- 3-24 

-342 

- 3‘50 

50,000 . 




6.92 

10.71 



1.77 



6.92 

10.71 


Classes grouped t 

1.58 

-2.75 

1.44 



13.97 



344 

4.56 



13.97 


-305 

- 4^^3 





Entire group .... 

-1.92 

-5-82 

— 140 

1.64 

4.0Z 

7.62 


S.64 

4.29 

S.03 

6 .SS 

9.66 

10.50 



—8.22 

-6.47 

-6.34 

-544 

-^‘34 


'^Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
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1934-36. These variations are marked by numerous sharp 
irregularities (Table xxi), and nothing like a clear relation¬ 
ship can therefore be said to exist. 

Graphic comparison of the income and deficit categories, 
and both combined, on the basis of six-year averages, is not 
presented.® These comparisons can be worked out, for separate 
years, from the rates given in Table xxi. Numerous irregulari¬ 
ties of movement from size class to size class — for each 
category and on the combined basis — preclude any sure gen¬ 
eralization. It can not be said here, as it was for various groups 
already examined, that the rate-with-size relationships of Chart 
XXXIV can be accounted for fully by the deficit category. 

* Combinations of high size classes in certain years mean that the six- 
year averages of the rates do not extend far to the right on the size scale, 
for these groups. The six-year averages are presented in tabular form in 
Appendix, Table B. 


So,ooo-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936, and items of this class are 
covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in “grouped” row. 



XI 


LIQUORS, TOBACCO, LEATHER, RUBBER, 
MISCELLANEOUS 

The five remaining smaller groups of the manufacturing 
division, which are discussed together in this chapter, have no 
common bond of significance except that each of them is made 
up very largely of producers of consumption goods — in 
the first two cases non-durable, and in the last three mainly 
durable or at least somewhat durable. 

Sub-group information is available in Statistics of Income for 
each of these groups except tobacco. In 1935, alcoholic bever¬ 
ages accounted for the great bulk of the gross income of the 
beverages group (and the group is designated liquors generally 
in this book), and the average size per corporation was about 
seven times as great in alcoholic as in non-alcoholic beverages.^ 
Some chance exists therefore that alcoholic beverages may 
‘The 193s sub-group record runs, for four of the five groups: 

Gross income 



Number of 
corporations 

Total 

AveraRC per 
corporation 

Beverages: 

Soft drinks. 

• • 1145 

179 

103 

Alcoholic beverages . 

. . 1537 

1144 

744 

Leather: 

Shoes, etc. ... 

• 1134 

688 

607 

Other leather products ... 

1281 

476 

371 

Rubber: 

Tires, etc. . . 

92 

SS7 

6050 

Other rubber goods . 

417 

187 

448 

Bone, celluloid, etc. 

123 

46 

374 

Miscellaneous: 

Radios, etc. 

252 

196 

776 

Instruments, musical, scientific, etc. 

6217 

1189 

191 

Airplanes, etc. 

144 

52 

358 


Data are from Statistics of Income for 1935^ Part 2, pp. 35 and 37; total 
is in millions of dollars, and average in thousands. 
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dominate in larger size classes of the group, and non-alcoholic 
in smaller. In the rubber group, the tires sub-group makes up 
more than two thirds of the entire group, and has an average 
corporate size vastly greater than either of the sub-groups. 
Here also, then, there is some likelihood that particular size 
classes are dominated by particular sections of the rubber in¬ 
dustry. For the leather group, both the importance and the 
average size do not differ sufficiently between the two sub¬ 
groups to warrant any inference that particular size classes of 
the group are specialized by line of activity. For the miscel¬ 
laneous group, importance (gross income) differs very widely 
among the three sub-groups, but differences in average corpo¬ 
rate size are not as large as in many other manufacturing 
groups. The considerable disparity in average size between 
radios and instruments, coupled with the wide difference in 
total importance of these two sub-groups, suggests that some 
specialization of size classes by type of activity may influence 
the rates of return in relation to size for this group. 

LIQUORS 

The liquors group was tabulated separately only from 1933 
on, after the repeal of prohibition. The fact, noted above, 
that so large a share of the group is made up by alcoholic bev¬ 
erages, fully justifies discontinuance of beverages as a sub¬ 
group in the foods group and also suggests that our treatment 
of the data actually tabulated for the foods group in all six 
years probably does not introduce serious heterogeneity into 
the record for that group (Chapter VI). 

The relation between rate of return and size can thus be 
shown only for 1933-36 in the liquors group (Chart xxxvi). 
A striking feature of the chart is that, except for the two low¬ 
est size classes in 1933, no negative rates are shown for this 
group; emphatic recovery had appeared in the beverages in¬ 
dustries by 1933 and highly profitable conditions continued in 
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1934-36. The curves are somewhat irregular, and very far 
from parallel; and a most striking peculiarity is the high level 
of the 1936 curve for the low size classes. Although a clear 
impression exists for 1933-3 S of some increase in rate as size 
increases, the relation is in no sense uniform among the three 

CHART XXXVI 

Rate of Return Compared with Size, for Liquors Group * 


X 



* Horizontal scale logarithmic. Data in Table xxii. No data for 1931-32. 


years. The maximum occurs in the middle (on the log scale) 
of the size range for 1933, the records for 1934 and 1935 show 
an irregular and rather gradual advance of rate with size all 
along the size scale. The general spread among the curves is 
not wide, except at the extreme left; but absence of 1931 and 
1932 curves precludes satisfactory comparison on this point 
with other groups. The remarkable peculiarities of the curves 
suggest an uneven impact of the cycle upon the various size 
classes; but, in a group dominated by a rapidly growing “new” 
industry, irregularities of growth may well have been more 
significant than cyclical responsiveness. 

Detailed examination, including the graphic record, of the 
annual variations for particular size classes and of comparisons 
between income and deficit categories, is omitted. Table xxn 




TABLE XXII 

Rates op Return por Liquors Group ♦ 


Class t 

1933 

1934 

1935 

1936 

0. 

-6.64 

2.98 

7.68 

18.97 


23.68 

29.17 

31.95 

4240 


-22.54 

—26.58 

-25-52 

-30-25 

SO . 

—.02 

3-37 

5.23 

15-78 


1946 

23.00 

19.31 

30-17 


—12.88 

-23.30 

— 18.67 

-19.70 

100. 

6.38 

7.40 

7.76 

14.22 


20.66 

20.14 

21.84 

26.54 


-9A5 

-13-33 

-1446 

— 14.26 

250 . . 

9.46 

8.60 

948 

10.53 


22.17 

19.39 

21-37 

22.22 


-6.64 

— ti.63 

— 10.13 

—11.02 

500 . 

12.90 

11.59 

8.96 

13.79 


24.84 

21.34 

i6-9S 

20.16 


-5.86 

-S.73 

-8.82 

-7J86 

1,000 . 

9.13 

12.25 

12.75 



18.40 

19.65 

19.21 

20.81 


—6.12 

-5-34 

-8.44 


S.000. 

9.04 





11.58 

16.22 

16.81 

15.21 


-1.66 



.... 

10,000. 

11.30 





11.30 

18.04 

18.36 


Classes grouped t 


14.26 

16.04 

17-87 





22.62 



-3-7(^ 

-I.Q2 

-5-10 

Entire group. 

9.35 

11.46 

12.26 

16.57 


16.30 

19.43 

18.92 

21.35 


—7.61 

-8.96 

-9-75 

-9.04 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. No data for 1931-32; bever¬ 
ages included in foods in those years, in liquors 1933-36. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
50,000-thousand-dollar class has no stated upper limit, 1931-35; the ioo,ooo- 
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presents the complete record of rates, upon which such com¬ 
parisons can be based. Similarly, only the tabular bases for 
such comparisons are presented in connection with the four 
other groups treated in this chapter (Tables xxni-xxvi below). 

TOBACCO 

The small total number of corporations in the tobacco group, 
with resultant necessary combination of the highest size classes 
in official tabulations, prevents analysis of a fully detailed size- 
class record for this group; though the curves reach fairly far 
to the right, specific figures for certain higher classes are miss¬ 
ing from the curves (Chart xxxvii). Fairly systematic tenden¬ 
cies are revealed by the curves; rate of return rises sharply with 
size at the left end, declines or changes little with size through 
a short middle range of the size scale, and advances steeply at 
the right end in all years except 1933. The persistence of 
these tendencies, despite irregularities, in nearly all years 
shown is a feature of the display. A general impression of in¬ 
crease in rate of return with increasing size up to corporations 
of largest size must therefore be tempered by observing that 
no such relation holds in a short middle portion of the size scale. 
Moreover, the steepness of advance for the high size classes — 
in all years except 1933, and possibly 1931—sets tobacco 
apart from the other groups studied; for other groups rate of 
return advances only slowly, or actually declines, near the 
right ends of the curves. The advance at the right ends of 
the curves may well reflect the experience of a few dominating 
great cigarette producers; but, as we have no clear evidence of 


thousand-dollar class has no items, but defines the upper limit of the 50,000- 
thousand-dollar class in 1936. All items in the so,ooo-thousand-dollar class are 
covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only deficit category, other category is shown separately 
in the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 
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the make-up of the highest size classes, this explanation can 
be advanced only tentatively. In most years, the grouping of 
classes in the official data prevents our tracing in detail the 
changes in rate for sizes above one million dollars. Whether 

CHART XXXVII 

Rate of Return Compared with Size, for Tobacco Group ♦ 



.05 .1 .25 .5 1 5 10 50 Mil. % 

* Horizontal scale logarithmic. Data in Table xxiii. 


further decline would appear, before the final advance at the 
right end, can not be known. 

The very large companies show positive rates — actual 
profits — in all years; and some of these rates are strikingly 
high. Except for irregular peaks, however, the size classes 
below 250 thousand dollars have negative rates in all years of 
the record. The general notion that this great industry is con¬ 
tinuously profitable is supported only by the experience of the 
very large companies. 

The spread among the curves, except for the lowest class 
and the class just left of 500 thousand dollars, is remarkably 
narrow; and, even for these two classes, it is not wide. The 



TABLE XXIII 

Rates of Return for Tobaccx) Group ♦ 


Claist 

1931 

1932 

1933 

1934 

1935 

1936 

0 . 

—11.19 

-22.58 

— 11.60 

-14.92 

-14.96 

— 12.24 


20.41 

19.21 

26.89 

6.14 

7.82 

13.37 


- 2 g .03 

- 34-93 

—26.3g 

-asM 

-25-55 

-27-50 

so . 

-4.37 

-4.83 

—4.80 

“I.75 

-.05 

-243 


7.70 

4.99 

6.51 

12.13 

15.7* 

13.26 



- 9-39 

— 10.87 

— I2j6g 

-13-48 

- 9-33 

100 . 

2.83 

— 1.69 

-.94 

.27 

-.29 

2.68 


13.07 

940 

7-93 

936 

843 

9.07 


^1042 

— iz.8g 

-8J84 

—7.01 

-9-32 

-7.18 

250 . 

-3.04 

- 3 - 2 S 

-7.53 

.94 

1.34 

146 


7.67 

4.22 

1.39 

6.1S 

4.73 

6.79 



- 9 -S 4 

-^ 4-74 

-5.61 

—4.82 

- 7^4 

500 . 

.61 

-4.68 

-4.07 

-1.74 

—.20 

3.66 


7-67 

2.07 

3.64 

4.81 

3.86 

6.63 


^12.36 

— 10.10 

-9-15 

-4.58 

- 5-77 

— I.p8 

1,000 . 

8.12 

3.16 

3.02 





12.10 

8.77 

7.86 

8.70 

10.15 

10.98 


- 3 - 0 S 

- 5 - 4 ^ 

-S.03 



... 

SiOoo . 








8.76 

II. 5 S 

ZO.62 

9.71 

S.76 

649 

10,000 . 








9.96 

12.26 

8.53 

10.66 

10.88 

zofi7 

50,000 . 




• . • 

• • • 

• • * 


17.51 

16.58 

8.53 

1 I.S 9 

14.19 


Classes grouped t 

14-43 

14.56 

6.37 

10.83 

12.52 

13.17 







14.86 



-3-4B 

-14-14 

-4-25 

--44 

-1.87 

Entire group .... 

13.65 

13.29 


10.50 

12.15 

12.83 


15.66 

1535 

8.54 

11.18 

12.90 

1336 


- 5-94 

- 5-^9 

— 12.20 

- 5-59 

-‘2.72 

- 4-32 


* Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 
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cyclical impact upon this industry is much smaller than that 
observed in other manufacturing groups. The peculiar inver¬ 
sion of the rates for the lowest class, with 1934-36 rates falling 
below those of 1931 and 1933, can not be explained without 
knowledge as to the make-up of the lowest size class and as 
to the costs and other factors influencing profits of those 
companies. 


LEATHER AND PRODUCTS 

Except for the violent advance of all curves at their left ends 
and for 1931-32 at their right ends, the advance of rate of 
return with increase in size is only moderate and fairly irreg¬ 
ular for the leather group (Chart xxxviii). Again, fully 
detailed examination of the relationship is obstructed by incom¬ 
pleteness of data for the higher size classes: separate rates for 
the five-million-dollar class are available for only two years. 
That some advance of rate with size exists, even with the lowest 
class ignored, is apparent; but the irregular and gradual up¬ 
ward course of the curves in the middle of the size scale sug¬ 
gests that size has only moderate effect upon rate of return 
for an important fraction of this industry. 

The fact that the group contains both producers of final 
goods — chiefly boots and shoes — and producers of basic 
materials renders significance of the group figures uncertain. 
Though we have no clear evidence (see above, page 135) that 
one of these types of activity tends to dominate particular size 
classes, this possibility must be recognized; and it is perhaps 


t Lower limit of class interval, in thousands of dollars of total assets. The 
So,ooo-thousand-dollar class has no stated upper limit, i93i-3Sf 100,000- 
thousand-dollar class has no stated upper limit, 1936, and items of this class are 
covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only deficit category, other category is shown separately 
in the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 
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more important because we know in general that integration 
between shoe production and leather production is rare. 

The general spread among the curves is very wide, and 
severe cyclical effects on these industries are therefore indi¬ 
cated. As in the case of textiles (page 104), the curves of this 

CHART XXXVIII 

Rate or Return Compared with Size, for Leather Group * 

% 



chart run in two sets; 1931 and 1932 curves about equally low, 
and 1933-36 curves clustering together at a much higher level. 
The cyclical experience in leather products was in this respect 
similar to that in textiles, and probably for the same chief 
reasons. Examination of year-to-year fluctuations in rate (bold¬ 
face data of Table xxiv, by rows, and Chart xli) shows sharp 
variations for 1931-33, and generally moderate changes for 
1933-36. We may remark that the tanning branch of the group 




TABLE XXIV 

Rates of Return for Leather Group ♦ 


Class t 

1931 

193a 

1933 

1934 

193 s 

1936 

0. 

-30.79 

-36.82 

— 20.48 

— 16.64 

-1580 

—16.29 


1320 

7.80 

12.65 

8.02 

8.41 

8.56 


-SI -30 

- 45-39 

-38.99 

-31-56 

-32.87 

-45-67 

SO ... - 

-12.28 

— 18.19 

- 5-57 

-3.17 

-2.85 

-2.54 


10.85 

9.06 

9-13 

9.10 

9.46 

8.89 


—26.17 

—28.08 

-19.84 

— 16.52 

-16.95 

-20.33 

100 . 

—10.09 

-11.18 

1.68 

— 2.00 

3*22 

3-73 


9.26 

7.21 

11.02 

8.49 

10.56 

10.50 


-19-95 

-18.82 

— 12.16 

— 13 60 

-10.35 

— 10.63 

250. 

- 7-37 

-1244 

.46 

.64 

3-53 

3-84 


1-11 

7.10 

8.93 

8.26 

9.07 

903 


— 14.80 

— 18.32 

— JO.78 

— 10.84 

—8.90 

— 9.80 

500 . 

-9.58 

— 10.03 

-.45 

-.77 

5-24 

6.15 


4.97 

5 84 

9.24 

9.76 

1036 

10.65 


-14.40 

-14-30 

-12.97 

— JO.42 

— 508 

-6.78 

1,000. 

-7.14 

-4.68 

5-97 

4.16 


8.74 


8.96 

8.24 

10.78 

8.09 

968 

10.18 


— I4JS2 

— 11.83 

- 5 - 9 ^ 

—9.81 


—21.29 

5 >000 . 

- 5-79 

-8.31 






S-24 

5-98 

11.63 

3-13 

6.12 

7.23 


— 10.16 

-11.97 



... 


10,000 . 








— ii.gi 

—8.32 





Classes grouped t 

1.69 

2.57 

5.72 

5*71 

7.82 

4.91 


8.9s 

6.12 

8.00 

9.11 

8.47 

7.28 




—8.24 

- 4-57 

-.89 

-24.09 

Entire group ... 

-3.32 

-6.26 

369 

2.82 

6.14 

5.20 


8.46 

6.56 

951 

8.08 

8.80 

8.64 


-S.34 

-14.41 

— 10.90 

—10 63 

-8.11 

- 16.62 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5 o,ooo-thousand-dollar class has no stated upper limit, 1931-351 the 100,000- 
thousand-dollar class has no items, but defines the upper limit of the 50,000- 
thousand-dollar class in 1936. All items in the 50,000-thousand-dollar class are 
covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
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is especially subject to inventory fluctuations, and this factor 
may have influenced greatly the cyclical record for the group 
(see below, Chapter XXII). 

The irregularities in the curves are fairly numerous, and 
there are several intersections. No close approach to parellelism 

CHART XXXIX 

Rate of Return Compared with Size, for Rubber Group * 



.05 .1 .25 .5 1 5 10 50 M.l. * 


* Horizontal scale logarithmic. Data in Table xxv. 

exists, and the cyclical impact upon the various size classes 
appears by no means uniform. Table xxiv also supports this. 

RUBBER 

Incompleteness of the size-class record here is so serious in 
all years except 1935 that few satisfactory inferences can be 
drawn from movements near the right ends of the curves 
(Chart xxxix). Not only are rates for several higher size- 
classes entirely missing, and some higher size classes grouped 





TABLE XXV 

Rates of Return for Rubber Group ♦ 


Class t 1931 

1932 

1933 

1934 

I 93 S 

1936 

0 

-31.50 

-32.00 


-16.52 

-4.98 

20.91 

16.67 

7.98 

25.42 

14.27 

15-05 


—46.10 

— 105.09 


-36-62 

—24.69 

50 —11.92 

-7.04 

.75 

1.92 

-3.58 

2.77 

8.28 

12.89 

15-46 

12.93 

10.93 

13-45 

-33-64 

-13-49 

— 12.56 

— 17.11 

-19-43 

-14-OS 

100 —9*54 

-12.49 

2.83 

2.95 

.41 

8.91 

10.34 

10.17 

10.46 

10.09 

H.77 

13-iS 

— 1561 

-tS-33 

-7.48 

-8.11 

— 16.04 

— 7.80 

250 -5.95 

-4.95 

4.98 

6.35 

8.24 

10.73 

9.17 

5.51 

10.92 

11.30 

10.27 

15-07 

—28.og 

— 10.36 

-7-58 

-4-47 

-3-29 

-3-r7 

500 -8.59 


1.56 

-6.08 

-3.28 

5.96 

7.00 


10.29 

5.61 

9.08 

11.94 

—8.40 

— 10.71 

-5-74 

— 16.87 

-23-72 

— JI.96 

1,000 —2.50 

—2.40 

2.50 

1.67 

3.84 


7.30 

4.28 

6.92 

5.95 

9.31 

«-ss 

-9.66 

-5-36 

-13-75 

-6.51 

-8.08 


5,000 




3.06 





2.12 

5.55 

7-63 

— 10,36 

-7-31 

-2.44 


-2.45 


10,000 . 




8.42 




3.77 


12.77 

9-35 


-11.88 



— 2.22 


50,000 




2.67 






2.67 



-3-33 





Classes grouped): —1.72 

-3.85 

.29 

3.37 



3.49 

1.49 

1.27 

2.03 



-501 


--85 

4.62 



Entire group ... —2.39 

-4.08 

.59 

2.75 

3.75 

6.69 

4.13 

1.85 

3.13 

3-22 

sss 

7-35 

-6.78 

-5-52 

—2.05 

2.26 

-6.62 

— 6.91 


’^Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. Equity for zero (lowest) 
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into broader classes; but two years, 1931 and 1934, can not be 
shown for the lowest size class. In those years, the equity had 
completely disappeared in this size class; and the negative 
value of the equity rendered the calculated “rate of return” 
meaningless. No doubt there were some rubber corporations 
in the lowest size class which had positive equity in 1931 and 
1934, and therefore significant rates of return; but rate figures 
for the class as a whole are meaningless in both years. In both 
cases, of course, aggregate “profits” of the class were heavily 
negative. 

Irregularities in the curves, so far as the curves can be shown, 
are numerous and sharp. A very slight tendency for rate of 
return to increase with size, even when the abbreviated record 
for the lowest class is ignored, can be inferred from the chart; 
but irregularities are so great that this tendency is too uncer¬ 
tain to be conclusive. One of the most consistent movements 
— appearing in every year, except for 1932 which has no sepa¬ 
rate data in the 500-thousand-dollar class — is the decline, gen¬ 
erally sharp, from the 2So-thousand-dollar class to the next 
higher class. 

The cyclical variations are wide and non-uniform. The spread 
among the curves is large, and frequent intersections and dif¬ 
ferences of direction destroy all appearance of parallelism. 
Cyclical impact upon this group is severe, and is far from uni¬ 
form among different size classes. Detailed evidence on this 
point, for the various size classes, appears in Table xxv. 

class is negative in 1931 and 1934 in deficit category — hence, no rate figures. 
This also makes equity negative for combined categories, hence no rate figures. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
50,000-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936, and items of this class are 
covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in “grouped” row. 
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MISCELLANEOUS MANUFACTURING 

Rate of return increases with size, with remarkable con¬ 
sistency from class to class and with surprising uniformity 
among the different years, in the miscellaneous group (Chart 
XL). A slight flattening tendency appears in the middle range 

CHART XL 

Rate of Return Compared with Size, for Miscellaneous 
Manufacturing Group ♦ 



of the size scale for three years, but the range over which it 
develops is not broad; the advance in rate is fairly persistent 
throughout the course of all curves except that for 1936. These 
curves — in their general shape, their spacing with respect to 
each other, and their tolerable approach to parallelism — seem 
remarkably similar to those for the manufacturing division as 
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a whole (Chart ix). This is the more surprising as the name, 
miscellaneous, of this group does not imply that the industries 
included are a scattered sampling from all branches of manu¬ 
facturing— rather, the group comprises a limited number of 
fairly specialized lines. 


CHART XLI 

Tiue Variations in Rate of Return, for Leather Group and 
Selected Size Classes * 
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CHART XLII 

Time Variations in Rate of Return, for Miscellaneous Manu¬ 
facturing Group and Selected Size Classes * 





TABLE XXVI 

Rates of Return for Miscellaneous Manufacturing Group ♦ 


Class t 

193 * 

1932 

*933 

*934 

*935 

*936 

0 . 

-24.49 

-34*92 

-24.77 

-18.81 

“ 13*52 

— 11.20 


11.94 

9.60 

9.36 

10.15 

10.99 

12.30 


- 3 S.Q 9 

—42.60 

- 34 - 8 $ 

-36.32 

—32.72 

- 37 S>S 

SO. 

— 12.20 

— 18.90 

— 9.00 

— 2.60 

— 1.69 

.34 


10.19 

6.59 

7.89 

9.28 

11.25 

12.56 


-22.44 

- 24-39 

-18.68 

— 12.87 

— 12.69 

-16.55 

100. 

— 9.01 

—11.51 

-4.II 

“97 

2.74 

5*04 


7.49 

7.38 

8.70 

952 

11.44 

12.17 


— 18.10 

— 16.22 

— 12.41 

— 11.60 

— 10.8 s 

-133S 

250 

“744 

-8.82 

— 2.20 

-.70 

3*79 

9*39 


6.47 

4.87 

7.29 

8.95 

12.40 

IS -94 


— 1580 

— 12.36 

-8.II 

-8.55 

- 9-54 

—7.16 

500 

-6.54 

-9.27 

— 2.08 

.75 

4.98 

8.79 


6.72 

4.82 

7.23 

10.45 

13.19 

14.65 


— 12.71 

-1352 

— 9-54 

— 10.41 

—8.42 

-9.48 

1,000 

“439 

-7.14 

— 2.16 

2.95 

7*12 

10.67 


8.16 

7.88 

6.64 

8.38 

1 2. 54 

14.14 


-11.88 

-II.13 

-7-32 

-3-90 

-6.69 

—6.74 

S1OOO . 

— 2.40 

“541 


5.05 

7.92 



16.16 

6.56 

II. 17 

13.73 

13.25 

9.99 


-10.34 

— 11.03 


- 4-95 

—2.69 


10,000 










-12.86 

— 6.10 

-1.17 


Classes grouped t 

.54 

“4*58 

-1.05 

5*44 

10.97 

XO.OI 


14.95 

4.64 

8.80 

10.84 

14.68 

12.17 


— 10.68 

— 10.32 

— 11.00 



—2.6s 

Entire group 

“4-13 

“7*85 

-2.58 

2.71 

6.77 

9.Z0 


11.21 

S.74 

8.30 

10.67 

13.24 

12.80 


-1 3^44 

— 13.06 

— 11.20 

- 7-77 

-7-24 

- 8 .S 9 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary t3q>e for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5o,ooo-thousand>dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936; items of both these classes 
are covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in “grouped” row. 





OTHER MANUFACTURING GROUPS 151 

The cyclical impact upon these industries is heavy, though 
not quite so severe as in some of the large capital-goods groups. 
The spread among the curves is very wide, and varies little 
through most of the size scale. The approach to parallelism is 
truly remarkable, few groups studied have presented any more 
nearly parallel movement in general and from class to class. 
The cyclical impact is highly uniform upon the various size 
classes of this group. 

Details of the cyclical movement can be traced from Table 
XXVI. Chart xlii shows the historical record for the entire 
group and two selected size classes, and this should be com¬ 
pared with the corresponding record for the leather group 
(Chart XLi). The group curve of Chart xlii shows a severe 
cyclical fluctuation, with a sharp drop in 1932, and successive 
advances in the next four years. In the case of leather, the 
1933-36 movement is irregular; and the net change from 
1933 to 1936 is small. In the miscellaneous group, total range 
of fluctuation for the group as a whole amounts to nearly 17 
points; and this is wide, though narrower than that of groups 
peculiarly responsive to the cycle. A somewhat similar move¬ 
ment, at about the same levels, appears for the middle-range 
size class (one million dollars) shown in the chart; and a not 
closely parallel movement, at much lower levels, appears for 
the low size class shown. 



XII 


SUMMARY OF FINDINGS FOR MANUFACTURING 

Following the general treatment of rates of return for 
the entire manufacturing division in Chapter IV, the various 
manufacturing groups have been examined separately in Chap¬ 
ters V-XI. This detailed study of the groups supplies at least 
a partial answer to an important question raised in Chapter IV 
— whether the findings for the entire manufacturing division 
may be illusory because the division is made up of different 
lines of manufacturing some of which may show very different 
relations between rate and size, or different cyclical variations. 
Before summarizing the evidence on the groups, certain addi¬ 
tional points concerning the size classes in the division and the 
various groups should be examined. 

DISTRIBUTION OF ASSETS 

We have already presented evidence in Chapter III as to 
the distribution of the assets of the manufacturing division 
among its groups, and in Chapter IV as to the portion of the 
assets of each size class of the division which appears in the 
income category. Attention can now be turned to another dis¬ 
tribution of assets, that among the size classes (both income 
and deficit categories combined). Table xxvii presents such a 
distribution for the entire division in each of the six years. 
The most striking fact is that nearly half the total is in the 
highest class in each of the first three years, and over two 
thirds in 1934-36 (combining classes above 50 million dollars 
in 1936). A second striking fact is that the distribution changes 
very little from year to year; a surprising stability marks the 
ratios, in spite of the wide cyclical changes of the period. The 
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single important change over time is that already noted in the 
highest class; and it is explained largely by the abandonment 
of consolidated returns in 1934. The removal of the consoli¬ 
dated-return privilege shifted assets down the size scale; each 
formerly large consolidated corporation was replaced, in the 

TABLE XXVII 

Per Cent of the Total Assets of the Manufacturing Division 
Falling in Each Size Class 


Class* 1931 1932 1933 1934 193s 1936 


o. 1.2 1.3 14 i.S 1.6 1.5 

SO. I.S i-S i-S 1-7 1-7 1-6 

100. 3.5 3.5 3.5 4.0 4.0 3.9 

2SO. 3-9 3-9 3*9 4 S 4 S 44 

Soo. 4.9 4.7 4*8 S-8 S-8 S-6 

1,000 . 13.7 13.7 13.9 16.8 16.7 16.1 

S,ooo . 6.7 6.9 7.0 8.1 8.0 8.0 

10,000 . 18.2 18.1 18.1 20.3 20.0 194 

So,ooo . 46.5 46.2 4S.8 37.3 37.8 7.6 

100,000. ... ... ... ... 32.0 


* Lower limit of size class, in thousands of dollars. No upper limit for top 
class shown. Top class begins at 100 million dollars in 1936, so millions in 

1931-35. 


statistics, by its several subsidiaries each of which was presmn- 
ably smaller than the parent (except for changes in accounting 
items — see Chapter XXVII). 

Turning now to the separate groups, for which correspond¬ 
ing 1932 and 1936 figures are shown in Table xxviii, we find 
much diversity among groups as to the degree of concentration 
of assets in high size classes. In several instances, necessary 
grouping of high size classes precludes detailed presentation of 
all nine percentages in 1932, or ten in 1936; but the main 
differences among groups are nevertheless discernible. To¬ 
bacco, rubber, chemicals, and metals have emphatically greater 
concentration in high size classes, and foods somewhat greater, 













TABLE XXVIII 

Per Cent of the Total Assets of Each Manufacturing Group 
Falling in Each Size Class * 


Class t 

I 93 » 

1936 

1932 

1936 

1932 

1936 


Foods 

Tobacco 

Textiles 

o. 


1.9 

.2 

.3 

2.9 

3-2 

so. 

. 2.4 

2.3 

•3 

•3 

2.9 

3-3 

lOO. 

. so 

S.I 

.8 

•9 

6.4 

7.0 

250 

4.9 

5-3 

■7 

1.1 

7-7 

8.0 

500 

S .2 

6.0 

.8 

.9 

10.1 

10.3 

1,000 

13.9 

16.7 

6.6 

96.6 

29.9 

29.9 

Siooo . 

. 7 S 

7-1 

90.S 


11.8 

12.0 

10,000 

24.4 

SS .7 



28.3 

21.3 

$0,000 . 

. 34-8 





4.9 

100,000 . 








Leather 

Rubber 

Forest products 

0. 


2 .S 

•3 

.4 

1.9 

2.3 

so. 

. 30 

2.8 

•4 

•5 

2.8 

3.2 

100. 

. 7.6 

8.2 

1.2 

i-S 

7.6 

8.6 

250. 

. 8-7 

9.0 

1.6 

2.4 

8.2 

10.4 

$00. 

. 9.8 

II.7 

96.6 

3-3 

10 0 

ii.i 

1,000 . 

. 2$.I 

2$.0 


91.9 

69.6 

24.9 

$,000 . 

. lS -2 

40.7 

... 


... 

13-2 

10,000 

28.0 





26.3 

$0,000 . 

. 


... 


.. . 

... 

100,000 . 


... 






Paper 

Printing 

Chemicals 

0.. 

.6 

•7 

4-3 

5 -S 

.4 

•S 

50. 

. 9 

1.1 

3-7 

4.2 

•5 

.6 

100. 

. 2.7 

31 

6.4 

7.8 

1.2 

1.4 

2$0. 

. 3.1 

3.8 

6.4 

7.6 

1.3 

1.6 

$00. 

. so 

6.1 

7.5 

9.6 

1.7 

2.3 

1,000 . 

. 18.3 

23.0 

16.0 

20.9 

5-2 

7.2 

$,000 .. 

. 9-6 

10.4 

9 S 

I 2 .$ 

3-4 

4.1 

10,000 . 

. 59-6 

28.9 

46.3 

20.0 

10.8 

iS -9 

$0,000 . 


22.7 


II.7 

75-5 

9.2 

100,000 . 

. 





S 7-2 


Stone 

Metals 

Miscellaneous 

0. 


1-7 

.8 

•9 

3.2 

3.2 

so. 

. 2.$ 

2.3 

1.0 

I.O 

3-3 

3-1 

100. 

. 5.8 

4-9 

2.S 

2.8 

7.2 

6.2 

2$0. 

. 6.$ 

S -7 

30 

3.2 

8.6 

71 

soo. 

. 75 

7.0 

3-7 

4.3 

9.2 

8.0 

1,000 . 


19.6 

11.8 

137 

24.6 

23.4 

S.OOO . 


12.4 

6.1 

7.1 

7.7 

49.1 

10,000 . 


33*6 

16.8 

17.7 

36.2 

. .. 

$0,000 . 


12.7 

S 4-3 

49.2 



100,000 . 





... 

... 
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than the division as a whole. Textiles, leather, forest products, 
and printing have distinctly less concentration than the divi¬ 
sion as a whole. For the single year for which a segrega¬ 
tion is available, 1936, notable disparities appear within 
groups: motor vehicles has greater concentration than other 
metals, petroleum greater concentration than other chemicals, 
and clothing less concentration than other textiles. Here, as in 
the more complete record of Table xxvii, we find only moderate 
variation between the two years shown; and we may fairly 
assume that the ratios are roughly stable from year to year. 
The change from deep depression of 1932 to considerable pros¬ 
perity of 1936 brought only moderate changes in the percentage 
distributions. 

The conclusion appears unmistakable that notable differences 
in concentration exist. Certain groups clearly have a larger 
portion of their assets in high size classes than other groups. 
The different size classes of the entire manufacturing division 
are not, therefore, made up of like proportions from the various 
groups. Accordingly, differences in typical rates of return 
among groups may contribute in some degree to differences in 
rate of return among the size classes of the entire division. 
If, in general, groups which have typically high rates of return 
tend to concentrate in high size classes, and vice versa, this fact 
alone would lead to some increase of rate with size for the 
division as a whole. This would be true even if, within a par¬ 
ticular group, there were no variation of rate with size. 

The last preceding seven chapters abundantly show, how¬ 
ever, that increase of rate with size is characteristic of every 
group separately — such increase appearing in the lower por¬ 
tions of the size range for every group, and in the rest of the 


♦ In each case, figure for highest class shown covers all classes above lower 
limit of that class. The 1936 data for textiles, chemicals, and metals are on old 
basis. 

t Lower limit of class, in thousands of dollars. 



TABLE XXIX 


Per Cent op the Total Assets op Each Size Class, op the Groups 

IN THE MaNUPACTURING DIVISION, FALLING IN THE INCOME CATEGORY ♦ 


Class t 

193* 

*936 

1932 

1936 

193a 

1936 


Foods 

Tobacco 

Textiles 

o. 

. 22.5 

45*3 

18.0 

24.6 

17.2 

43-3 

SO. 


591 

33.8 

345 

20.6 

62.1 

lOO. 

. 30.4 

66.3 

46.0 

61.3 

23.0 

69.7 

250. 

. 38.2 

73-6 

41.8 

66.6 

27.8 

73-8 

500. 

. 390 

79-7 

45-5 

70.0 

27.6 

78.1 

1,000 . 

. 42.9 

78.3 

63.0 

98.3 

24.6 

79.5 

5,000 . 

. 47.8 

84.4 

945 


21.2 

77.1 

10,000 . 


91.7 



27.2 

90.2 

50,000 . 

. 74-2 





100.0 

100,000 . 


... 






Leather 

Rubber 

Forest 

products 

0. 


46.2 

195 

41.7 

9.2 

42.5 

so. 

. 28.1 

58.2 

22.0 

574 

8.8 

54*2 

100. 

. 30.0 

67.2 

20.4 

75-3 

8.0 

60.0 

250. 


69.6 

31-4 

73-3 

8.6 

64.6 

500 . 


72.1 

14.7 

68.2 

9-3 

66.0 

1,000 . 


83 *3 

... 

93-6 

30 

65.8 

S,ooo . 


90.4 




56.4 

10,000 

72.6 





63.0 

50,000 . 







100,000. 



... 



. .. 


Paper 

Printing 

Chemicals 

0. 

. 13.8 

S 3 S 

14.8 

42.4 

20.1 

40.3 

so. 


644 

193 

61.8 

26.1 

S 7.2 

100. 

. 26.5 

74.0 

29.2 

69.2 

30.2 

69.8 

250. 

. 32.5 

79-4 

38.3 

75-7 

36-5 

78.4 

500. 

. 35-6 

72 -S 

43-5 

79.1 

39 -S 

77.1 

1,000 . 

. 27-7 

78.8 

41.9 

86.4 

48.7 

85.6 

5,000 . 

. 34-0 

100.0 

63.4 

92.4 

4 S .2 

82.3 

10,000 . 


79*9 

80.7 

92.4 

SIS 

89.4 

50,000 . 


43-3 


100.0 

37-4 

81.5 

100,000 . 



... 



90.3 


Stone 

Metals 

Miscellaneous 

0. 

. 8.9 

39-7 

9-7 

45-8 

13-7 

41.3 

SO. 


S1.5 

11.7 

63 -4 

18.2 

S 3-9 

100. 


56.2 

11.5 

69.8 

19.6 

65.8 

250. 

. 8.8 

S 9-3 

14-3 

74.6 

18.6 

70.2 

Soo. 

. 18.7 

70.6 

130 

77-6 

21.6 

72.S 

1,000 . 

. 14.7 

74.2 

10.4 

83.2 

19 s 

80.3 

5,000 . 

. IS.3 

86.7 

il.i 

83 s 

31.0 

88.1 

10,000 . 


84.2 

9.4 

91.1 

32-9 

... 

50,000. 


100.0 

6.3 

84.2 



100,000 . 


... 

* • • 

... 

... 

.... 
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range for most groups. We must hold therefore that, although 
differences in concentration among groups may have some 
bearing (particularly in high classes) upon the findings of 
Chapter IV, the principal and perhaps the entire cause of the 
basic relation there found between rate of return and size is 
that the same relation prevails, with only moderate lack of 
uniformity, in every group. A probably justifiable next step 
is to infer that the increase of rate with size for a particular 
group is unlikely to be caused by differences in concentration 
of assets among the sub-groups of that group. In other words, 
even if we had similar data — classified by size — for various 
sub-groups within each group, we should probably find in gen¬ 
eral the same basic relation; rate of return increases with size. 
Instances might become more numerous, in such a detailed 
study, for which the relation between rate and size had peculiar¬ 
ities distinguishing it more or less clearly from the relation for 
the entire division; instances of very slow upward movement of 
the rate, of flatness in the middle range, of downturn near the 
right end, and of irregularities from class to class might be 
more numerous. But that most of the curves would assume 
the typical form and direction now seems very likely. 

Table xxrx presents 1932 and 1936 ratios showing the share 
of the total assets of each size class which fell in the income 
category. These figures correspond to those pertaining to the 
entire division, already presented for all six years, in Chap¬ 
ter IV. The purpose of this record is to bring out the great 
shift in assets between the categories, as a result of cyclical 
changes in business profits. For every size class in nearly every 
group the ratio rose very sharply from 1932 to 1936, as would 
be expected. The bearing of this upon comparisons of rate-of- 


* In each case, figure for highest class shown covers all classes above lower 
limit of that class. The 1936 data for textiles, chemicals, and metals are on old 
basis. 

t Lower limit, in thousands of dollars. 
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return curves for the income and deficit categories is obvious. 
In 1932 the deficit curve was the more important, and in 1936 
the income curve. 


RATE OF RETURN AND SIZE 

The principal objective of the present investigation has been 
to examine the relation between rate of profit and size of 
corporations. A main purpose of the separate study of each 
manufacturing group was to ascertain whether the observed 
relation between rate of return and size for the entire manu¬ 
facturing division might reflect differences among the groups 
rather than a significant basic correlation. Subordinate pur¬ 
poses included the determination of the relations between rate 
and size for the groups separately, as information significant 
on its own account, and the examination of cyclical and other 
differences among the groups. 

The evidence presented in the last preceding seven chapters 
seems to remove any possibility that the findings of Chap¬ 
ter IV for the entire division can arise merely or largely from 
differences among the groups and in the way the groups com¬ 
bine into the division. That notable differences do exist among 
groups, and that these differences influence in detail the results 
for the entire division, can not be questioned. But the almost 
universal prevalence among the groups of a positive correla¬ 
tion between rate and size — a tendency for rate to increase as 
size increases — strengthens the conclusion that in manufactur¬ 
ing in general this correlation is characteristic and fundamental. 
Whatever be the causes of the increase of rate with size, they 
are not to be found in the accidental mingling of widely different 
types of industry in the manufacturing division. 

Differences among the groups indeed abound, as the charts 
relating rate of return to size in previous chapters show. Many 
of these differences can be ignored as irregularities, limited to 
isolated size classes in isolated years, and possibly reflecting the 



MANUFACTURING: SUMMARY OF FINDINGS 159 

smallness of the samples in those cases. Charts vn and vtii of 
Chapter III, which present six-year averages of rates for each 
group, largely eliminate these irregularities and also conceal 
or remove whatever cyclical variation may exist in the correla¬ 
tion between rate and size. It there appears that the increase of 
rate with size is most persistent and regular for miscellaneous 
manufacturing, textiles, leather, forest products, stone, metals, 
and foods; although the curves for stone and foods have one 
nearly horizontal segment, and that for metals has one small 
decline. The curve for printing declines sharply in the highest 
class; and those for chemicals, paper, and rubber decline in sev¬ 
eral high size classes. The tobacco curve, after an unmistakable 
dip in the middle size range, rises sharply at the top of the 
size scale. The liquor curve is not shown, because data do not 
exist for 1931-32. Several of these curves — such as those for 
textiles, forest products, stone, and rubber — give an incomplete 
picture of the relation between rate and size, particularly at the 
high end of the size scale. Whenever, in the basic source tabula¬ 
tions, two or more size classes are grouped for a particular year, 
corresponding groupings are necessary in other years when the 
six-year averages are computed. Hence, the right-hand points 
on several of the curves apply to a combination of several size 
classes, and such curves therefore fail to disclose the details of 
variation of rate with size. 

Several of the curves show a much larger fraction of the total 
change of rate with size in the low ranges of the size scale than 
do other curves. An example of such a contrast is that between 
textiles and printing. In all curves, except that for tobacco, 
the bulk of the advance in rate occurs to the left of one million 
dollars. The maximum range of variation in rate, over the en¬ 
tire size scale, differs notably from group to group. It is much 
less for foods than for miscellaneous, for paper than for chemi¬ 
cals. But, except for the early downturn for paper and rubber 
and the intermediate dip for tobacco, all curves show an un- 
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interrupted advance in rate as size increases up to about one 
million dollars. Beyond that point, differences among the 
curves become striking; and we may therefore infer that only 
in the size range above one million dollars can differences among 
the groups have a controlling influence upon the shape of the 
general curve for manufacturing (dotted curve of Chart v). 
The persistent advance of that curve from one million dollars 
up to the top size class may fairly be ascribed to the dominant 
place, in at least the high classes of the entire manufacturing 
division, of those groups which show persistent advance of rate 
in the high size classes. The possibility that something of this 
sort can happen is perhaps best illustrated by the special 1936 
chart for chemicals (Chart xxiii), for it there appears that the 
sufficient explanation of the downturn of the chemicals {in¬ 
cluding petroleum) curve at the right end is the violent drop 
in the petroleum curve. The curve for chemicals with petro¬ 
leum excluded shows, except for one nearly horizontal segment, 
a persistent advance. 

A detailed study of the separate group charts in Chapters V 
to XI largely reinforces the inferences from Charts vii and viii. 
These group charts show curves for each of the six years, and 
in certain groups this annual separation presents a more de¬ 
tailed record at the right end — combinations of size classes, 
which somewhat spoil Charts vii and viii, are not likely to 
appear in every year for any one group. But, ignoring irregu¬ 
larities in particular size classes, each group chart gives a 
remarkable indication of stability in the form of the curve 
over the years. Indeed, a major basis of confidence in the 
findings of our analysis is that those findings are, with moderate 
reservations, pertinent to each of the six years — years of mod¬ 
erate prosperity as well as years of deep depression. The group 
charts of Chapters V to XI indicate, with few and generally 
unimportant qualifications, that the summary curves of Charts 
vn and vin are typical of their respective groups. That paral- 
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lelism among the six curves of a particular group is not perfect 
has frequently been noted in previous chapters, and it has been 
observed that the approach to parellelism is much closer for 
some groups, such as metals and miscellaneous, than for others, 
such as forest products and rubber. In cases showing very poor 
approach to parallelism we must, of course, infer that the cor¬ 
responding six-year summary curve is not highly typical. The 
worst cases of departure from parallelism appear in small 
groups (small in terms of importance or size), and the evidence 
of parallelism in groups which make up the bulk of the entire 
division is truly remarkable. Perhaps some reservation should 
be entered here, on the ground that breaking a very large 
group, which now shows close approach to parallelism, into 
two smaller sub-groups according to a narrower definition of 
type of business might yield for each such sub-group a set of six 
curves not closely parallel. No reason, however, appears for ex¬ 
pecting this outcome rather than one which is more favorable 
to our argument of consistency; because some of the cases of 
close approach to parallelism actually found pertain to small 
groups. 


CYCLICAL VARIATIONS 

Much attention has been given along the way to cyclical 
changes in rate of return, for each group as a whole and for 
its several size classes. In general, cyclical variation has ap¬ 
peared more intense for groups chiefly made up of manufac¬ 
turers of producers’ goods and durable consumers’ goods than 
for cases representing the manufacture of non-durable or semi- 
durable consumers’ goods. And in general, cyclical variation 
is more intense for small size classes than for large. 

Differences in timing appear among the groups and among 
the size classes. The arrival of the minimum rate of the de¬ 
pression occurs in different years for some groups than for 
others. But differences among size classes of a particular group. 
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as to the date of the low point, seem less common. Differences 
among the groups, and also among the size classes of numerous 
particular groups, as to the relative levels in 1936 and 1931 are 
numerous: some groups or classes had realized by 1936 a much 
fuller recovery above 1931 levels, already severely depressed, 
than had others. 

The-evidence of the last seven chapters, as presented in the 
cyclical charts and the related tables and discussion, neverthe¬ 
less strongly emphasizes one conclusion: the profit rate of every 
group and every size class felt the heavy pressure of the de¬ 
pression in its extreme stage, and shared in the remarkable 
revival from 1933 to 1936. The differences in timing and in¬ 
tensity have great moment for any detailed study of the cycle, 
but the central fact is that specialization as to line of industry 
or size does not afford a means of more than partial escape from 
cyclical instability. 



XIII 


MINING DIVISION 

The corporate statistical data for this division must be rec¬ 
ognized as much more imperfect, in representing the industrial 
activities presumably covered under the heading of the division, 
than is the case with most other broad divisions. Even after 
the abandonment of consolidated tax returns following the Act 
of 1934, integration of corporate activities was particularly 
effective in shifting into other divisions — chiefly manufactur¬ 
ing— business actually done in mineral extraction. Precisely 
how large a fraction of mineral industry, in a statistical sense, 
is thus transferred can not be known; but it is undoubtedly a 
large fraction, perhaps not much below half. 

This effect of integration upon the statistics may fall with 
different weight upon the various lines of mineral activity — 
upon oil wells as compared with anthracite mining, for example. 
Integration may also have a greater bearing upon the mining 
statistics for corporations of one size than for those of another 
— the published record affords no clear light on this point. All 
of the foregoing considerations suggest a qualified acceptance 
of any findings resulting from our analysis of statistics for the 
mining division; those findings may well be indicative of con¬ 
ditions in the mineral industries, but they can not be accepted 
with the same confidence as corresponding findings in the 
manufacturing division. 

STRUCTURE OF THE DIVISION 

The statistics for the division, on the actual basis of classi¬ 
fication, emphasize the smallness of the mineral industry in 
comparison with manufacturing, trade, and certain other divi- 
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sions (Table in). Even if all mineral industry were classified 
in this division the resulting aggregates, though much larger 
than those now presented, would remain small in comparison 
with manufacturing and trade. But, despite its comparative 
smallness, the mining division is worthy of careful study be¬ 
cause of the peculiar conditions influencing earning power in 
at least some of its branches. The basic nature of nearly all 
of its products, the slackening growth or possibly downward 
trend in utilization of certain minerals, the peculiar cost factors 
existing in some of these industries, the fact that mining is 
inevitably concerned with wasting assets, and the highly specu¬ 
lative character of many mining enterprises, all suggest that 
the type of analysis followed in these pages may yield excep¬ 
tional results. 

The limited statistics on the several groups within the divi¬ 
sion — statistics which do not include the essential equity and 
earnings data such as enabled us to study the manufacturing 
groups separately — are summarized in Table xxx, for the 
single year 1935. The range in importance, implied by total 
gross income, among five of the groups is not wide; and the 
one very small group is composed of miscellaneous enterprises. 
The three most important groups — oil and gas, bituminous 
coal, and metals — are probably very much understated be¬ 
cause of the integration influence mentioned above. What the 
relative importance of these groups would be if that influence 
— which tends to cover mining statistics into other divisions, 
especially manufacturing — were absent can not be definitely 
known, but the very limited evidence from the depletion records 
(see above, pages 52 and 70) suggests that oil and gas 
might be even more emphatically the leading group. In any 
case, no single group in the actual statistics of the division is 
of commanding importance; and figures for the entire division 
are therefore unlikely to be dominated by any one group. 

Differences among the groups as to average size of corpora- 
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tion — measured in terms of average gross income, despite its 
defects for this purpose — are notable. The average for anthra¬ 
cite runs more than ten times that for oil and gas, and even 
for metals the average is less than one third that for anthracite. 
Some of these disparities undoubtedly reflect differing degrees 

TABLE XXX 


Comparative Importance op Groups of the Mining Division in 1935 * 


Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Group 




Metal mining. 

908 

S 33 

587 

Anthracite. 

123 

232 

1,886 

Bituminous coal . 

2,012 

768 

382 

Oil and gas . 

4,286 

790 

184 

Other minerals. 

1,86$ 

231 

124 

Other mining and quarrying 

9,226 

70 

7.6 

Entire mining division . 

18,420 

2,62s 

142 


* Compiled and computed from Statistics of Income for 193s, Part a, p. 34. 
Units: $1,000,000, for column 2; $1,000, for column 3. 


in which the integration influence discussed above bears upon 
these groups. But, for the data as they are actually tabulated, 
these differences in average size suggest the possibility of some 
specialization of various size classes in the mining division by 
type of mining activity. To that extent, the rates of return by 
size class for the entire division may be distorted because of 
differences in average rate of return among branches of mining 
industry. 


SIZE VARIATION IN RATE 

Except at the very left end of the curves, advance in rate of 
return with increasing size is very small for the mining divi¬ 
sion; and, for corporations above 500 thousand dollars in 
average size of total assets, the tendencies are so uncertain that 
little typical variation of rate with size can be inferred for 
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most of the range in the size scale (Chart XLin). But the in¬ 
clination at the left end, for all curves except that of 1934 and 
possibly 1936, is exceptionally sharp: in no other division 
and in no manufacturing group do such remarkably low rates 

CHART XLIII 


Rate of Return Compared with Size, for Mining Division 



.05 .1 .25 . 5 1 5 10 50 Mil.* 


Horizontal scale logarithmic. Data in Table xxxi. 1933 curve incom¬ 
plete at left. 

— high negative rates — appear for the lowest size class as in 
this division. This extraordinarily poor showing pertains, how¬ 
ever, only to the lowest size class; rates for the 50-thousand- 
dollar class, while low, are not exceptionally low and are well 
clustered for the several years. 

Further, but gradual, increase in rate of return with size 
continues systematically to the zso-thousand level. Beyond 
that, although some further advance occurs in some of the 
years, the movement is not uniform among the years; and the 
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entire sheaf of curves gives the general impression of an irregu¬ 
lar horizontal drift. One systematic tendency, of minor sig¬ 
nificance, is the definite dip at the right end of five of the 
curves; the very highest size class has in most years a moder¬ 
ately lower rate than the next-to-highest. The most emphatic 
impression from the chart, however, is that of a nearly hori¬ 
zontal movement above 250 thousand dollars; except for the 
lowest size classes, rate of return shows no systematic tendency 
to vary with size in this division. 

Evidences of parallelism are not considerable. In some por¬ 
tions of the size range, to be sure, an approach to parallelism 
exists in pairs of curves — for example, the 1932 and 1933 
curves, and those of 1934 and 1935, in substantial portions of 
their range. But the entire sheaf of six curves shows many in¬ 
tersections and no such broadly parallel movement as appeared 
in the manufacturing division and certain of its groups. And 
this holds, quite apart from the extreme diversity of inclination 
at the left ends of the curves. 

TIME VARIATION IN RATE 

As respects spread among the curves, the situation in this 
division is truly remarkable. Ignoring the lowest size class, we 
find a total spread strikingly narrow, much narrower than in 
most other divisions and in most manufacturing groups. In an 
industrial division largely concerned with production of basic 
materials, mainly for use in further production operations 
rather than in direct consumption, this evidence of very limited 
cyclical responsiveness is truly remarkable. A partial explana¬ 
tion may lie in the delayed recovery of the capital goods indus¬ 
tries in 1934-35, which might account for the failure of the 
mining curves of those years to run at a distinctly higher level 
with reference to the 1931-33 curves; but this can not explain 
the scarcely higher rates for 1936. The lack of spread among 
the 1931-33 curves suggests, moreover, that this delayed re- 
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covery in capital goods can at best be only a partial explanation. 

The narrow range of time variation is emphasized by Chart 
XLiv. The record for the lowest size class, which does experi¬ 
ence extremely violent cyclical changes in rate, is not shown 
(see Table xxxi); curves for the division as a whole and the 


CHART XLIV 

Time Variations in Rate of Return, for Mining Division and 
Selected Size Classes * 



* Data in Table xxxi. 


selected size classes show remarkably mild responsiveness to 
the cycle. The strikingly small variation of these curves, as 
they trace the course of earnings-rates in mining during severe 
fluctuations in general business, is quite contrary to the situa¬ 
tion observed in the manufacturing division and most of its 
groups. 

That this finding is out of accord with natural expectations, 
in view of the basic nature of the mineral industry, is obvious; 
and no ready explanation of the result appears. Conceivably, 
a partial explanation may be found in the charges for deple- 



TABLE XXXI 

Rates op Return for Mining Division * 


Class t 

1931 

1932 

1933 

1934 

1935 

1936 

o . . 

-43.70 

-39.99 

— 60.4b 

-14.03 

-23.67 

—16.23 


32.81 

25.93 

19-74 

21.49 

20.98 

26.02 


-79 45 

—66.04 

-94.15 

-49.51 

-75-28 

-83-76 

50 . . 

-9.41 

-9.95 

— 8.22 

-3.50 

-4.II 

—2.26 


9.48 

10.88 

8.94 

13-56 

12.30 

14.37 


-19.25 

-17.59 

-15.17 

— 16.06 

— 16.42 

— 17.to 

100 

-6.18 

— 6.22 

-4.95 

— .28 

-.96 

J8S 


8.36 

8.71 

9.73 

12.41 

10.78 

13.0S 


-13.09 

— It.20 

— 11.78 

—9.02 

-10.54 

-11.15 

250 

-3.34 

-4.11 

— 3.60 

1.15 

.33 

1.31 


7.34 

7.14 

7.89 

9.68 

9.52 

1044 


-8.52 

-8.60 

— 8.90 

-7.49 

-9.07 

-8.95 

500 

-3.73 

-3.52 

-2.15 

.79 

-.71 

.20 


5.83 

6.61 

6.49 

8.53 

8.31 

8.57 


—8.04 

-7.11 

-5.93 

-4.73 

-7.71 

-8.2s 

1,000 

—2.80 

—2.03 

— 1.08 

.35 

.64 

1.52 


4.57 

4.57 

S.25 

5.61 

6.38 

6.73 


-5.51 

—4.16 

-3.29 

-3.35 

-3.51 

-3.92 

5,000 

-1.24 

— 1.84 

-.66 

.49 

.22 

2.72 


2.16 

3.41 

357 

4.80 

475 

5.87 


-2.53 

-3.70 

—2.90 

-2.54 

-3.66 

—2.61 

10,000 . 

-1.78 

— 1.62 


1.90 

2.03 

249 


4.97 

3.90 


5.30 

6.61 

S.io 


-4.47 

—3.22 

-2.99 

-1.19 

-1J85 

-3.18 

50,000 . 

-2.74 

-2-79 


.22 

.92 



2.51 

2.37 


3.06 

3.71 

7.1S 


-3.07 

-3.72 

-3.05 

— .67 

-.18 


100,000 













3.03 

Classes grouped t 



—2.21 



2.68 




446 










-3.5S 

Entire division 

-2.78 

-2.71 

-2.39 

.63 

.73 

2.03 


4.78 

4.28 

5.29 

5.62 

6.18 

S.65 


-4.68 

-4.57 

-4.17 

-2.36 

—2.83 

-5.15 


* Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
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tion, at least on the basis used in reckoning income for tax pur¬ 
poses; but necessarily detailed evidence is not available for 
testing this point. That extensive integration, to which we have 
referred above, may bring it about that the non-integrated (in 
the limited sense of non-integration with manufacture) mining 
concerns — those actually tabulated in the mining division — 
are less responsive to the cycle than is the mining industry as 
a whole is possible; but again essential evidence for testing 
the point can not be had. We are perhaps forced to rely chiefly 
upon the likelihood that many branches of mining had already 
by 1931 felt the full effects of depression and that the 1933-35 
recovery did not appear promptly in these industries. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

We find that a distinctive situation for the mining division 
again appears in the record comparing rate of return with size 
for the income corporations as a separate category in the divi¬ 
sion (Table xxxi). The steep decline of rate with increasing 
size, even with the lowest size class ignored, is striking. 
Table xxxi shows a steeper generally downward course of rate 
of return for the income category, as size increases, than any 
other case thus far examined. We infer that there is an em¬ 
phatic relationship; rate of return declines notably as size 
increases, for the income corporations of this division. 

Ignoring several irregularities in all other portions of the 
size scale — and they are less numerous and less sharp than 
the irregularities found in most records of this (income cate- 


income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
So,ooo-thousand-dollar class has no stated upper limit, i 93 i“- 3 S; the 100,000- 
thousand-dollar class has no stated upper limit, 1936. 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific dasses, but joint figure for both categories is shown 
only in “grouped” row. 
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gory) sort — we observe an exceptional movement in the high 
size classes. The downward tendency is interrupted at about 
10 million dollars, most of the annual series of rates advance 
from the 5-million-dollar class to the lo-million-dollar class, 
and then decline — generally by a greater amount — in passing 
to the highest size class. The peculiar, and fairly systematic, 
experience of the lo-million-dollar class is another point on 
which no satisfactory explanation can be given, with the factual 
record not more detailed than it is. The most obvious sugges¬ 
tion would be that this size class is dominated by some limited 
branch of the mineral industry, with a profit rate somewhat 
above average, or that the range of variation in rate of return 
among the corporations in this class is exceptionally great (see 
below. Chapter XXV). 

Chart XLV compares curves for income and deficit categories, 
and for both combined, on a six-year average basis. We have 
already observed that the combined curve, except at its ex¬ 
treme left, is more nearly horizontal in this division than in 
most of the manufacturing groups. We noted also that the de¬ 
cline of rate with increasing size for the income category is 
steeper here than in most other cases studied. Accordingly, as 
Chart XLV confirms, the deficit curve should be very consider¬ 
ably steeper in its upward-to-the-right course than is the com¬ 
bined curve, and should approach in steepness some of the 
deficit-category curves heretofore studied (see Chart xxvi). 
For the deficit category of the mining division, rate of return 
unmistakably rises — rate of loss declines — with increasing 
size along most of the size scale. In the intermediate size 
classes, while rate varies little for the two categories combined, 
it rises steadily for the deficit category and as steadily declines 
for the income category. The figures for the separate cate¬ 
gories (income, 24.50; deficit, —33.01) of the lowest class are 
not plotted, but evidently emphasize still further the widening 
spread at the left. As has already been suggested, in connection 
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with other similar charts, the strikingly wide spread at the left 
suggests that the dispersion among the rates for specific corpo¬ 
rations in any one size class is far greater for small than for 
large size classes (see below, Chapter XXV). These compari- 


CHART XLV 

Six-year Average of Rates op Return, for Mining Division and 
Income and Deficit Categories ♦ 



Horizontal scale logarithmic. Data in Table B. Two points omitted in 
lowest class. 

sons are based on six-year averages, but Table xxxi affords 
the data for similar comparisons in specific years. 

CONCLUSION 

In several significant respects, the record of the mining divi¬ 
sion differs from that for manufacturing. Despite exceptionally 
low rates of return for the bottom size class, and a very sharp 
advance in rate to the next size class, curves relating rate of 
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return to size presently flatten out and show no clear tendency 
away from horizontal in all the higher size classes. Cyclical 
intensity, for the division as a whole and for all size classes 
except the very lowest, is surprisingly small. This large divi¬ 
sion of industries, which is almost entirely engaged in furnish¬ 
ing basic materials to be used in further production and largely 
in capital-goods industries, shows an unexpected degree of 
uniformity from size class to size class and from year to year. 
That peculiarities of organization, operation, and accounting 
in these industries may afford a partial explanation is granted, 
but any full explanation seems hidden from analyses applicable 
to existing data. 



XIV 


AGRICULTURE, CONSTRUCTION 

Treatment of the two smallest industrial divisions (see Table 
ni), agriculture and construction, is combined in the present 
chapter; but this combination does not imply any logical con¬ 
nection between these two types of corporate industry. The 
agriculture division comprises mainly corporations engaged in 
farming and stock-raising and is therefore the second division, 
after mining, representing almost exclusively extractive in¬ 
dustry. Construction includes, on the other hand, mainly pro¬ 
ducers of highly durable goods, partly for use in further 
productive operations and partly for direct human consump¬ 
tion. In view of the contract basis on which much construc¬ 
tion work is done, one might urge that industries of this type 
should be treated along with the other service-rendering indus¬ 
tries— those covered by the trade, public utilities, and serv¬ 
ice, and possibly finance, divisions. But, largely because of 
the tangible nature of tire product and of the place of in¬ 
ventory and price in the cost-determining process, we have 
regarded construction as one of the commodity-producing 
divisions — along with manufacturing, mining, and agricul¬ 
ture. 

The agriculture division, on the basis of corporate statistics, 
is a particularly imperfect sample of agricultural business as a 
whole. Hence, findings for corporate agriculture must not be 
regarded as indicative of general conditions in agriculture. Agri¬ 
culture is the most deficient of the divisions in this sense; 
whereas, for such divisions as manufacturing and public utili¬ 
ties, corporate statistics cover very large fractions of total 
enterprise of the respective types. While incompleteness of 
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coverage by the corporate data — implying existence of many 
enterprises of the non-corporate form — is especially marked 
in agriculture, it without doubt limits significantly the general 
applicability of the corporate data for such divisions as con¬ 
struction, trade, and service. In all of these, non-corporate 
enterprise bulks larger, in comparison with total enterprise of 
the specified type, than in manufacturing or especially in public 
utilities. 

Group data, of the sort required for analysis of rate of re¬ 
turn, are not available for agriculture or construction; and our 
analysis by size classes must therefore be restricted to the 
divisions as a whole. Limited tabulations of selected income- 
account items, of the sort examined in connection with the 
sub-groups within certain manufacturing groups (see page 67), 
are available; and these yield a rough picture of the make-up 
of these two divisions. 

Agriculture is broken into two groups: farming, and related 
industries; and the latter includes such widely diverse enter¬ 
prises as forestry and fishing. Farming is by far the larger 
group, and experience in this group may be expected to domi¬ 
nate calculated results for the entire agriculture division. As, 
however, the average size of corporation is about the same in 
the two groups, there is no reason to suppose that farming 
dominates certain size classes in the division and that related 
industries dominate other size classes.^ 

In construction there are three groups; two are of so nearly 
equal importance that neither dominates the division, and the 


‘In 193s, significant summary figures were: 


Number of 
corporations 

Farming . 8659 

Related industries . 1425 


Gross income 

Average per 
Total corporation 
517 60 

73 SI 


in million dollars for the total, and thousand dollars for the average. 
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third — shipbuilding, etc. — has much lower importance.® Av¬ 
erage size runs much higher for shipbuilding than for the other 
two groups, and therefore some possibility exists that calcu¬ 
lated results may be more heavily influenced by this group for 
the higher size classes than for the other size classes in the 
division. 


AGRICULTURE 

Curves relating rate of return to size of corporation, for the 
agriculture division, show a fairly sharp advance in rate from 
the lowest to the next size class in all years but 1931, and then 
a gradual but irregular upward course through the rest of the 
size scale (Chart xlvi). Absence or incompleteness of data in 
the highest size classes limits the lateral extent of several 
curves; but, so far as they do reach, all the curves show a sub¬ 
stantial increase in rate from the so-thousand-dollar class to 
the highest class shown. The evidence of parallelism, while 
considerable, is offset by irregularities — especially in the 1931 
curve — and by lack of parallel tendencies at the ends, both 
left and right. The remarkable irregularity near the right of 
the 1934 curve reflects a tabulating error in the basic data, and 
this would have some effect also in Charts v and lxi.® The 
relation between rate of return and size, though persistent in 
all years, is not uniform from year to year. 

The entire sheaf of curves stands low on the chart; very few 
of the plotted rates rise significantly above zero. In corporate 
agriculture, as in agriculture as a whole, prosperous conditions 


•pertinent data for 1935 run: 

Number of 
corporations 

Gross income 

Average per 
Total corporation 

Construction above ground. 

Other construction under ground and on 

11,169 

S 76 

S 3 

surface . 

6.303 

795 

126 

Shipbuilding and repairing . ... 

iis 

131 

565 


in million dollars for the total, and thousand dollars for the average. 
* See footnote to Table ix, Chapter IV, p. 63. 
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had not been restored by 1935; and no generally prosperous 
situation existed even in 1936. The total spread among the 
curves, though considerable, is moderate in comparison with 
that in manufacturing; but the vertical range for the lowest size 

CHART XLVI 

Rate of Return Compared with Size, for Agriculture Division * 



.05 I .25 5 I 5 10 50 Mil. » 


* Horizontal scale logarithmic. Data in Table xxxn. See third footnote 
to Table ix. 

class is fairly wide. In general, the moderate spread of the 
curves suggests that cyclical variations in rate of return are 
only moderate in this division; but severely depressed levels 
had been reached by 1931 and recovery may have been delayed 
after 1933, and the spread might be considerably wider if a 
truly prosperous year were included. 

Other graphic records, similar to those shown for manu¬ 
facturing, are not presented for agriculture; but these com¬ 
parisons can be followed out from Table xxxn. With many 




TABLE XXXII 

Rates op Return for Agriculture Division * 


Class! 

*931 

*932 

1933 

*934 5 

*935 

*936 

0 . 

-12.88 

-30.51 

—22.30 

-13.47 

— II.81 

-9.79 


lojs 

6.54 

8.09 

8.06 

11.46 

11.79 



— 3724 

—30.08 

-23.63 

—23.00 

-27.77 

50. 

-12.49 

-13.38 

-9.63 

-5.51 

-4.19 

-4.15 


5.30 

4.68 

5.12 

6.73 

7.IS 

10.70 


-18.79 

-16.36 

-1304 

-9.89 

-10.47 

— 16.38 

100. 

— 10.96 

-8.75 

-5.78 

-4.56 

-2.73 

.24 


2.27 

3-25 

4.87 

7.14 

.■5.99 

8.08 


-16.59 

-10.97 

-8.66 

-9-97 

-9-14 

-8.89 

250 . 

-3*75 

-6.94 

-4.23 

-3.14 

-.55 

— .69 


4.13 

3.84 

3.79 

5*02 

6.26 

6.05 


— 10.16 

-8.69 

—6.43 

-6.75 

-4.71 

-7-51 

Soo . 

-5*74 

-7.30 

—3.26 

—2.06 

-.41 

1.68 


3.40 

3.14 

4.18 

4.74 

5.2s 

6.05 


-S.4Q 

—9.08 

-5^09 

-491 

— 4.16 

-4-49 

1,000 


—3.80 


—.62 

.33 

1.78 



2.71 


4.38 

6.44 

S.61 


-S7S 

-4.86 

-3-35 

-2.86 

-3-70 

-3-32 

SyOOO . 




-16.99 

3.02 

342 





5-46 

6.54 

7.29 


—2.61 

-3-38 

-1.94 

-31-71 

— .80 

-3-41 

10,000 . 








-449 

-4-39 

— 1.89 

-4.71 

— 8.41 

-3-36 

Classes grouped t 

-1.50 

-1.99 

-.68 

1.88 

5.71 

6.37 


2.II 

.80 

3.79 

4-39 

6.91 

713 

Entire division 

-5.12 

-5.61 

-2.91 

-3.21 

.91 

2.14 


2.94 

1.96 

4.03 

4.88 

6.56 

6.81 


-S.75 

-7 75 

-5-57 

-8.80 

-5-10 

—6.11 

♦ Expressed in 

per cent; 

ratio of profit (or loss) after 

taxes to 

estimated 


average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5o,ooo>thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936; items of both these classes 
are covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income category, other category is shown separately 
in the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 

§ See third footnote to Table ix. 
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irregularities, the general course of rate of return in compari¬ 
son with size is the same for the income category of this division 
as for manufacturing and most of its groups: rate declines with 
increasing size, and the decline is moderate except at the low 
end of the size scale. Data for the income category in the top 
size classes are available only for three years, but in these 
years an advance above somewhat lower size classes appears. 
The broad course of variation, however, would appear down¬ 
ward to the right if the curves were drawn. 

CONSTRUCTION 

The upward-to-the-right general course of curves relating rate 
of return to size is somewhat steeper for construction than for 
agriculture or for most manufacturing groups (Chart xlvii). 

CHART XLVII 

Rate of Return Compared with Size, for Construction Division * 
% 
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Moreover, although the curves are steepest at their left ends, 
the slackening in pace of advance to the right of 250 thou¬ 
sand dollars is not great, except in 1936; and a fairly rapid 
advance continues through all the middle section of the size 
range for 1931-35 curves. Declines appear in two curves to 
the right of 500 thousand dollars, and from the i-million-dollar 


CHART XLVIII 

Time Variations in Rate of Return, for Construction Division and 
Selected Size Classes * 



* Data in Table xxxiii. 


33 


34 


35 


36 





TABLE XXXIII 

Rates of Return for Construction Division ♦ 


Class t 

*931 

*932 

*933 

*934 

*935 

*936 

0 . 

-24.52 

-35-48 

—27.80 

—18.62 

—17.26 

“9.13 


16.8s 

12.63 

8.4s 

9.88 

II. 14 

14.06 


-43-75 

-41-39 

-33-88 

-29.65 

-34-09 

-3436 

SO . 

—11.15 

-17.38 

— 12.30 

-6.98 

— 5-20 

.59 


13-16 

10.85 

8.57 

9.60 

11.18 

13.84 


- 25 PP 

—22.25 

— 16.50 

— 14.06 

— 16.71 

-17.56 

100 

-4.17 

— 12.10 

-8.94 

-5-03 

— 1.96 

2.70 


13.7s 

10.85 

8.44 

9.32 

10.76 

11.91 


— 17.80 

-16.79 

-12.95 

-11.13 

— lOutl 

— 11.50 

250 . . 

•77 

-8.99 

-7.38 

— 1.20 

43 

5.64 


14.S3 

10.63 

8.82 

12.90 

11.23 

12.66 


— It. 17 

-IS-3S 

— 11.50 

—8.42 

— 6.02 

-948 

500 

.28 

-6.34 

- 3 -s 8 

-3*44 

.45 

5.59 


14.63 

8.10 

7.21 

9.07 

II. 14 

12.65 


-13-19 

-11.93 

— 7.86 

-8.87 

-8.71 

-8.12 

1,000 

6.04 

— 1.20 

-*35 

2.14 

7.13 

5.80 


15.36 

12.56 

10.77 

12.54 

17.19 

12.44 


-4.40 

—6.25 

-4.68 

-3-57 

-4.19 

-8.43 

S»ooo. 

-.79 


-1.47 

1.24 


4.61 


10.32 


4.72 

3.90 


6.94 


-5-79 

-5-30 

-3-88 

— 10.15 

—6.04 

-2.77 

10,000. 










12.10 

457 


11.99 

Classes grouped t 

4.89 

1.63 

2.44 

—2.36 

-.14 

1.63 


13.36 

13-25 



5.86 



I-51 

-13 

-29 

-5-94 

-7-79 

—5-oS 

Entire division 

-.86 

-734 

-5.18 

-2.95 

— .22 

3.30 


14.34 

11.54 

9.19 

8.56 

11.25 

iifi9 


— 11.50 

-12.43 

-9-25 

—9.82 

-10.43 

-11.25 

♦ Expressed in 

per cent; 

ratio of profit (or loss) after 

taxes to 

estimated 


average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
So,ooo-thousand-dollar class has no stated upper limit, 1931-3S; the 100,000- 
thousand-dollar class has no items, but defines the upper limit of the 50,000- 
thousand-dollar class in 1936. All items in the 50,000-thousand-dollar class are 
covered in ^'Classes grouped.” 

I High size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in **grouped” row. 
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class to the next class in all years for which both classes are 
shown (grouped classes at the top prevent this comparison for 
1932 and 193s). 

Parallelism is not a feature of the chart, and the relation be¬ 
tween rate of return and size is by no means uniform from 
year to year. Numerous irregularities in particular curves, 
and a considerable convergence near the right ends, chiefly ex¬ 
plain lack of parallelism. The total spread of the curves ex¬ 
ceeds in general that found in the agriculture division, and 
cyclical variations therefore seem more severe than in agricul¬ 
ture. This is the more striking because construction supposedly 
suffered as much delay in recovery during 1934-35 as agri¬ 
culture, if not more. Further evidence of the cyclical changes 
for construction appears in Chart xlviii — the recovery follow¬ 
ing 1932 there appears substantial, despite the supposed lag 
in this industry. 

Further detailed comparisons, particularly those involving 
the income and deficit categories of corporations, can be traced 
from Table xxxiii. It will be observed that extraordinary 
class-to-class iregularities appear in rates of return for the in¬ 
come category in most years; and there is very little clear 
evidence of a downward tendency as size increases, for these 
rates. Variation from year to year, in average level of rates 
for the income category, is much more striking than that found 
in similar comparisons for other divisions and groups. Taken 
together, the income-category data of this division give little 
impression of any systematic relationship among the rates for 
various classes; but this may be due in part to the smallness of 
sample in certain size classes. 
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TRADE DIVISION 

The industrial divisions thus far discussed — manufactur¬ 
ing, mining, construction, and agriculture — represent corpo¬ 
rate enterprises predominantly engaged in producing physical 
commodities. The four remaining divisions — finance, public 
utilities, service, and trade — represent predominantly the sup¬ 
plying of services.^ Although finance and public utilities are 
emphatically more important than trade if importance is ap¬ 
praised in terms of total assets, the total receipts of the trade 
division greatly exceed those of the three other divisions of 
the service-producing type, and fall only moderately short of 
the total receipts of the leading division, manufacturing (see 
Table iii). Hence, regarding trade as the most important of 
the four service-producing divisions, we discuss in the present 
chapter the relation between rate of return and size for trade. 

SIZE VARIATION IN RATE 

The rates of return on equity, calculated for all trade corpo¬ 
rations classified by size, are shown for each year 1931-36 in 
Chart XLix. Here again, the general features observed in the 
corresponding chart for all industries combined (Chart i) 

^ A ninth “division,” listed separately in Statistics of Income tabulations, 
is styled “nature of business not given,” Because of the obviously miscel¬ 
laneous and unidentifiable economic nature of this division, and of the 
negligible magnitude of the statistical aggregates pertaining to it, no ex¬ 
amination thereof is attempted in this book. The situation here is quite 
different from that of the “miscellaneous” group in manufacturing, which 
includes certain definitely specified lines of manufacturing production, and 
yields statistical figures of about the same magnitude as those of other 
small manufacturing groups. 
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appear: with only slight irregularities, all the curves sweep up¬ 
ward to the right, and thus reflect a tendency for rate of return 
to rise as size increases; the speed of the rise slackens as size 
increases; there is a rough parallelism among the six curves, 
throughout their courses; all rates for the lowest size class are 


♦ 10 


0 


-10 


-20 


-30 

* Horizontal scale logarithmic. Data in Table xxxv. 

negative, remaining below zero even in 1936, the best year 
shown; all rates for the highest class are positive, remaining 
above zero even in 1932, the poorest year shown. 

The most remarkable approach to parallelism is in the case 
of the 1931 and 1932 curves; and the next nearest approach 
is for the 1934 and 1935 curves, when we exclude the final 
point of the 1935 curve which unfortunately must cover a com¬ 
bination of two size classes. But true parallelism in the chart 
as a whole is destroyed by numerous peculiarities of the specific 
curves. The spread among the curves is wider at the left than 


CHART XLIX 

Rate of Return Compared with Size, for Trade Division * 
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at the right, and convergence is notable near the extreme right; 
this suggests a somewhat greater cyclical responsiveness for 
small than for large trade corporations. Other but less striking 
departures from parallelism appear; for example, the 1933 
curve is more nearly horizontal for a considerable range to the 
right of 500 thousand dollars of assets than are the other 
curves. This suggests that the cyclical recovery beginning in 
1933 made itself felt for middle-sized and very large trade 
corporations more quickly than for small and moderately large 
corporations. Such a development suggests a question as to 
specialization by size: the question whether the moderately 
large corporations are predominantly engaged in a special line 
of trading activity such as large metropolitan department stores. 

Another peculiarity of the chart which may suggest speciali¬ 
zation by size is the general dip appearing in all curves except 
1932 either in the s-million-doUar class or the next higher size 
class. All curves show a sharp advance in rate for the highest 
class shown, and the final movements of the several curves are 
notably similar in inclination. Are we to infer that the fairly 
t5q)ical dip in rate near 10 million dollars indicates definitely 
that the mere fact of a size in that range brings somewhat lower 
profits in trade activities than a size somewhat smaller or con¬ 
siderably larger? Or may it be that certain special lines of 
trade activity or certain special types of operating organiza¬ 
tion— tending to have a somewhat lower earning power — 
predominate in the assets-range 5 to 50 million dollars, and 
thus bring down the average rate of return somewhere in that 
range? Unfortunately, the statistical record is less helpful 
here than in the case of the manufacturing division. 

The foregoing specific questions about specialization are 
merely aspects of a more general question: may the entire pic¬ 
ture given by Chart xlix, of apparent correlation between rate 
of return and size, merely or largely reflect only the fact that 
particular types of trading activity, having particular typical 
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rates of return, tend to predominate in particular size classes? 
This is the same question already raised many times above, in 
studying other divisions and the manufacturing groups. Un¬ 
like the case for the manufacturing division, for which avail¬ 
able data permitted separate study of certain constituent groups, 
the trade division is not broken down into separate groups. As 
in the case of the sub-groups of a manufacturing group, Statis¬ 
tics of Income does, however, give a rough break-down of the 
trade division for a very limited list of income-account items — 
for example, page 38 of the 1935 issue, Part 2 —but without 
size classification. The stated groups are very broad; and, even 
if the complete tabulations were available for them, would not 
afford an analysis of significance comparable with that made for 
manufacturing in Chapters V to XII. For example, “retail” 
is too broad a category to enable us to answer the kind of ques¬ 
tions raised above with respect to specialization. We may, how¬ 
ever, observe some evidence in these figures of specialization 
by size — size measured not by total assets, but by “gross 
income” which not only is not necessarily correlated closely 
with total assets but also is an imperfect measure of total gross 
receipts. On this basis, the 1935 figures show the average 
gross income per corporation for the broad trade groups listed 
in Table xxxrv. Rough as this measure is for the purpose in 
hand (compare Table in), the differences among the figures 
are so wide as to leave little doubt of different size tendencies 
for different lines of trading activity: some specialization of 
type of activity by size almost surely exists. 

The comparative importance of the five groups, in terms of 
total gross income in 1935, varies widely. The two major 
groups — wholesale, and retail — had gross incomes of about 
equal magnitude, and together accounted for about four fifths 
of the division. Wholesale and retail — enterprises combining 
both stages of distribution — had about one third the size of 
each of the two leading groups; and the two remaining groups 
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were very small. In view of the large aggregate importance 
of the two leading groups, the most significant difference — 
from the point of view of possible specialization by size class 
— among the figures for average gross income per corporation 
is that between wholesale ($524,000) and retail ($178,000). 

TABLE XXXIV 


Comparative Importance of Groups of the Trade Division in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Group 




Wholesale . 

. . . 29,072 

15,220 

524 

Retail. 

... 86,270 

15.3SS 

178 

Wholesale and retail ... 

. .. 18,850 

S.691 

302 

Commission . 

6,130 

7 S 6 

123 

Other trade . 

. . . 9,104 

S08 

56 

Entire trade division. 

... 149426 

37.530 

251 


♦ Compiled and computed from Statistics of Income for 1935^ Part 2, p. 38. 
Units: $1,000,000, for column 2; $1,000, for column 3. 


We must bear in mind that differences in type of organiza¬ 
tion and method of operation may be quite as important — in 
thinking of specialization by size, and its implications with re¬ 
spect to rate of return — as line of trading activity. Thus, 
differences between the chain-store and independent-unit types 
of organization in the drug line may be quite as important as 
differences between the drug business and retailing of new auto¬ 
mobiles. Either type of organization or line of business may be 
specialized by size; and various types of organization, as well 
as various lines of trading activity, may have various typical 
rates of return. It may fairly be suggested that the same 
question should be raised with respect to manufacturing; may 
it not be true that in manufacturing differences as to type of 
organization or method of operation have as much bearing 
upon the apparent correlation between rate of return and size 
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as differences in commodity produced? No doubt such ques¬ 
tions are important for manufacturing and the other com¬ 
modity-producing divisions; and, with respect to all divisions, 
the data available give us no satisfactory means of answering 
or even tentatively answering these questions. 

But for trade the situation is even worse than for manufac¬ 
turing: in trade we are not even able to analyse separate data 
for particular lines. In trade we can make no detailed analysis, 
comparable to the analysis — at least for broad categories — 
carried out in Chapters V to XII for particular lines of manu¬ 
facturing. We remain therefore completely uncertain as to 
the possible explanation of the apparent correlation between 
rate of return and size in the trade division, in terms of a size- 
specialization either by line of activity or by type of organiza¬ 
tion. With the data as they stand, we can merely conclude that 
the apparent indication of Chart xxix — that rate of return rises 
with increasing size — may reflect a typical causal effect of 
size upon earning power in trade, but may on the other hand 
be wholly or partially explainable by considerations for which 
our evidence affords no test. 

TIM£ VARIATION 

Although Chart XLix gives a fairly clear indication of time 
variations — mainly cyclical — in the rate of return and of the 
more or less uniform way, at least as to direction of change, in 
which the time variations affect the various size classes, we 
show in Chart l (similar to Chart ii, for all corporations) the 
annual variations for two selected size classes and for all sizes 
combined. For trade, as for most divisions and groups already 
examined, the main outlines of the cyclical picture are clear 
and simple. The decline from 1931 to 1932 was followed by 
unmistakable advances in each succeeding year, though the 
pace of advance slackened somewhat in 1934 and greatly in 
1935* The intensity of the cyclical fluctuation, particularly in 
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CHART L 

Time Variations in Rate of Return, for Trade Division and 



* Data in Table xxxv. 


1931-33, was notably greater for the low size class than for the 
high class shown. Details for other size classes can be traced 
from Table xxxv. 

How much of the 1931-32 decline and the 1932-33 advance 
may have been due to price changes, and the related matter of 
inventory valuation, we can not know from available data. We 



TABLE XXXV 

Rates of Return for Trade Division 


Class t 

1931 

1932 

1933 

1934 

I 93 S 

1936 

0 . 

-17.96 

—26.02 

— 12.46 

-7.90 

-7.12 

-3.71 


I 0 . 7 S 

7.06 

7-37 

9.09 

8.97 

I 0 .S 4 


-3473 

-33-15 

— 22.96 

-21.79 

—22.46 


50 . 

-9.58 

-13.31 

-3.91 

-.73 

.75 

3.61 


7.18 

S.19 

6.20 

7.65 

843 

9.71 


-1977 

-17-77 

—11.18 

— 10.81 

— I 0 .d 2 

— 10.22 

100 . 

—7.16 

— 10.62 

-2.37 

1.04 

2.34 

5.24 


6-33 

S.27 

6 .IS 

7.81 

8.33 

9.96 


—IS 

-14-72 

-9.40 

—8.50 


- 9 -iS 

250 . 

-5.84 

-8.1S 

-.45 

2.21 

3.76 

6.74 


6.02 

6.21 

13.91 

7.82 

8.63 

9.96 


— 12.83 

—12.26 

- 7-58 

-7-03 

- 7 . 2 J 

—7J26 

500 . 

-543 

-645 

.60 

3.37 

4.12 

7.08 


6.05 

649 

7.31 

8.5s 

90s 

lO.II 


--11.62 

— JO.56 

-6.80 

—7.20 

-736 

-8.68 

1,000 . 

-3-29 

-5.09 

.80 

4.56 

5.91 

8.35 


6.66 

6.02 

740 

8.70 

9.38 

10.37 


-995 

-p.63 

-7.42 

- 5-99 

- 7-35 

— 7.60 

5,000 . 

—.12 

—2.09 

.51 

4.91 

5.64 

10.56 


7-65 

6.44 

6.92 

9.78 

9-55 

13.87 


-8.59 

- 7-44 

-7-52 

-6.60 

-5-15 

- 4-57 

10,000 . 

-•34 

-1.25 

2.22 

4.30 


9.27 


7.70 

8.02 

7.86 

8.44 

9.94 

11.14 


-7.29 

-5-84 

-4.98 

-5-88 


—8.14 

50,000. 

4.24 

2.59 

6.09 

9.05 


9.29 


12.61 

8.06 

8.97 

10.16 

10.82 

9.29 


— IZ.98 

-S-14 

—2.62 

2.87 



100,000 . 






12.73 







12.73 

Classes grouped t 

... 




8.38 







-3-36 


Entire division .. 

-4.19 

—6.90 

-.25 

3.05 

4.37 

7.16 


8.32 

6.86 

749 

8.77 

944 

10.70 


-13-91 

— 12.90 

-9-23 

-8.60 

- 9-37 

— II .13 
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do know that inventory fluctuations can constitute an important 
fraction of profit or loss, as reckoned for tax purposes; and we 
may fairly suspect that numerous corporations in the trade 
division are especially susceptible to such influences. That 
1931-33 was a period of widely varying prices, accompanied by 
much less wide fluctuations in the volume of transactions, is 
also known. Moreover, although cost changes theretofore may 
not have been marked, the N.R.A. brought substantial in¬ 
creases of cost in various branches of trade in 1933. Again in 
1936, price changes became sharp; and may not have been 
attended by corresponding changes in cost. In view of these 
considerations, the sharpness of the cyclical changes in these 
curves points strongly to the hypothesis that price changes may 
be the major factor affecting earning power of trade corpora¬ 
tions, whatever their size. 

In studying Chart l, it is especially important to bear in 
mind the lack of exact comparability of data for 1934-36 with 
those of earlier years, because of the change in law concerning 
consolidated tax returns (see Chapter XXVII). This impor¬ 
tant change, deeply affecting the industrial classification of the 
tax-return statistics, was of especial importance in the trade 
division, for a particularly large number of trade corporations 
were formerly covered under consolidated returns falling in 
other industrial divisions (see page 374). In fact, the special 
tabulations of 1934 data show 4206, among the total of 127,457 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
50,000-thousand-dollar class has no stated upper limit, 1931-35; the 100,000- 
thousand-dollar class has no stated upper limit, 1936. 

t High size classes combined, to conceal a single corporation. Where such 
combination applies to only deficit category, other category is shown separately 
in the specific classes, but joint figure for both categories is shown only in 
“grouped” row. 
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balance-sheet returns classified in trade in 1934, which had 
been covered by consolidated returns in 1933.“ Total assets 
for these 4206 cases were $5,403,728,000 against $17,434,- 
130,000 for the entire trade division; hence these compara¬ 
tively few corporations ran much larger on the average than 
the typical trade corporation. Now, obviously, not all of 
these 4206 trade returns of 1934, which were covered by con¬ 
solidated returns in 1933, were classified elsewhere than in trade 
in 1933. Evidence exists, however, that less than half of them 
(by number) were covered by consolidated returns which had 
been classified in trade in 1933; and, of course, the remainder 
were therefore classified in other divisions than trade in 1933. 
Unfortunately this evidence pertains only to the number of 
corporations, and we can only guess what fraction of the above 
$5,403,728,000 was shifted from other divisions in 1933 to 
trade in 1934; but we may fairly assume it was a substantial 
fraction and included mainly corporations having large size. 
We remark that this argument has not been pursued here to 
the more or less offsetting cases wherein trade in 1933 lost assets 
to other divisions in 1934 (see page 376). 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

Separate study of the income and deficit categories of the 
trade division, each classified by size, brings out a striking 
distinction from a similar analysis for all corporations without 
regard to industrial t3TJe (Chart ni, and related textual dis¬ 
cussion). The income category for trade does not show the 
progressive decline in rate of return as size increases, which 
was found for all divisions combined (rates for the income 
category appear in Table xxxv). Instead, if we ignore the 
lowest and the highest size classes, we should observe here a 
general tendency for rate of return to increase with increasing 

* Statistics oj Income for 1934, Part 2, pp. yi and 168. See also pp. 
25-26 in connection with concluding remarks herewith. 
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size, with some irregularities, in all six years. Hence, for profit¬ 
able corporations in the trade division, rate of return tends to 
increase as size increases. These changes are really small, but 
the direction of movement is unmistakable. We may therefore 
not infer that the upward course of the curves of Chart xlix, 


CHART LI 

Six-year Average of Rates of Return, for Trade Division and 
Income and Deficit Categories * 



* Horizontal scale logarithmic. Data in Table B. 


relating to income and deficit categories combined, is entirely 
due to the deficit corporations. 

Comparison, on the basis of six-year averages, of the income 
and deficit categories with each other, and with the combined 
curve transferred from Chart vt, appears in Chart li. Here the 
income and deficit curves do not move in generally opposite 
directions as size changes, as was the case in various other com¬ 
parisons of this sort (see pages 30, 61, and 172). The income 
curve, except for one irregularity, has a generally concave up¬ 
ward shape, compared with the continuous advance of the 
deficit curve. For both curves the slope is upward to the right 
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above 500 thousand dollars, and even above 100 thousand 
dollars if a single size class is excluded from the income curve. 

Similar data for each year are given in Table xxxv. The 
same general conclusion follows: with some irregularities, rate 
of return increases with increasing size for the income category 

TABLE XXXVI 

Annual Percentage Ratios of Total Assets of Income Category of 
Corporations to Total Assets, in Each Size Class of the 
Trade Division * 


Class t 1931 1933 1933 1934 I93S 1936 


o. 34-6 16.1 31.1 39.8 42.3 49.7 

SO . . 36.7 18.7 394 50.8 SS.6 64.7 

100. 36.0 19.9 43.2 SS.2 61.7 72.3 

250. 36.1 22.0 47.9 59.5 65.2 78.0 

500 . 34.4 24.5 50.8 62.1 67.1 79.7 

1,000 . 39.2 29.3 53.8 66.1 73.0 84.8 

SjOOO . 46.1 38.6 574 65.9 72.6 81.8 

10,000 . 46.2 36.0 54.6 67.0 85.2 88.8 

50,000 . 64.9 49.3 72.8 85.5 ... 100.0 

100,000. ... ... ... ... 100.0 

Entire division . 42.7 29.4 51.9 63.2 69.5 80.2 


♦ Calculated from basic figures for total assets given in successive issues of 
Statistics of Income (for example, 1935 issue, Part 2, pp. 80-81). 

tLower limit of size class; unit, $1,000. Separate data for $100,000,000 
class available only in 1936. Classes above $10,000,000 grouped in 1935. 

(except for the lowest size classes), the deficit category, and 
both combined; the rapidity with which rate of return advances 
with size is smaller for the income category, and greater for the 
deficit category, than for both categories combined. 

The remarkable shifts from the income category to the 
deficit category, and vice versa, are indicated by Table xxxvi. 
For each size class, and the entire division, the tabulated figures 
give the annual percentages of the total assets of the class which 
are held by the income corporations. For the division as a 
whole, the percentage drops sharply from 1931 to 1932, and 
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then advances in each succeeding year — the total shift being 
from just under 30 per cent to just over 80. This course is 
followed, with some differences in intensity of change, for every 
size class: the 1932 figure is uniformly the minimum, and the 
1936 figure is uniformly the maximum. Very large shifts of 
percentage occur in certain years for certain size classes. And 
we must remember these are based on net — or aggregate — 
figures; a shift of 3 per cent between two years, for a particular 
size class, merely reflects a change in the aggregate total assets 
of the income category as a portion of the total assets of both 
categories combined. Still greater shifts may actually have 
taken place and might appear, if we could trace the changes of 
specific corporations from (to) the income category to (from) 
the deficit category; but some of these shifts of specific corpo¬ 
rations were probably cancelled out, and thus not reflected in 
our aggregate figures for total assets of the class as a whole. The 
bearing of this upon our analysis of profit rates is clear: the 
nature of the specific corporations — with respect to various 
elements bearing upon their equity and earning power — may 
be different for the corporations which become profitable from 
that for those which become unprofitable, in any one year. 

SUMMARY 

The economic implications of these findings for the trade 
division, and the possibility of their explanation on various 
assumptions as to specialization — according to line of trade 
activity or form of operating method or organization — can not 
be developed from the evidence as it stands. The lack of sub¬ 
classification of the trade division data is a major obstacle to 
making even a start toward answering these questions. We are 
dealing here with data pertaining to a very broad and undoubt¬ 
edly heterogeneous industrial division, and analysis of such 
data can only leave us with numerous important questions 
unanswered. 
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The broad fact that the major comparison of rate with size 
shows the same relationships for trade (Chart xlix) as for 
manufacturing (Chart ix) and all divisions combined (Chart i) 
is the principal finding of this chapter. Our inability, with 
available evidence, to show in what degree these relationships 
reflect specialization within the trade division need not lead to 
a complete discounting of the finding. In manufacturing, where 
such a detailed examination of specific lines was possible, we 
found the main relationships persisting to a remarkable degree 
in most specific groups. 



XVI 


SERVICE DIVISION 

The service division, though distinctly less important than 
the leading divisions, occupies a fairly large place in the entire 
corporate system (Table m). But balance-sheet tabulations 
and classified data by size of corporation are available only for 
the division as a whole, and our size-class analysis of rate of 
return must therefore be limited to the entire division. Never¬ 
theless, the division includes widely different branches of activ¬ 
ity, as indicated by the stubs of Table xxxvii. Most of these 
groups provide services, but of widely different sorts, for direct 
consumption; but some provide mainly or partly services to 
other business enterprises and are accordingly in the producers’ 
goods area. 

The most important group, constituting nearly half of the 
total on the basis of gross income in 1935, is domestic service, 
which includes hotels and restaurants, laundries, office-building 
operation, and like enterprises. The next group in importance 
is business services, which includes mainly advertising and 
related enterprises; and this group runs to about one third the 
importance of the domestic service group. The four groups 
representing amusements should perhaps be considered to¬ 
gether; in the aggregate they constitute nearly one quarter of 
the entire division. The most important of these four amuse¬ 
ment groups is motion-picture theatre operation; and the least 
important, the smallest group of the entire division, is legiti¬ 
mate theatres — its gross income was only about 4 per cent of 
that of the motion-picture theatres. The professional service 
group, which constitutes about 7 per cent of the entire division, 
is perhaps the most heterogeneous of the groups. It includes a 
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wide range of services — curative, educational, engineering, 
legal — some for direct consumption and some for use in other 
enterprises. 

The average size of corporations varies only moderately 
among most of the groups; for nearly all of them the average 


TABLE XXXVII 

Comparative Importance of Groups of the Service Division in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Group 

Domestic. 

24,311 

1,847 

76 

Amusements 

Theatres, legitimate . 

S43 

18.3 

34 

Motion picture producers 

2S9 

214 

825 

Motion picture theatres .. 

3.811 

476 

125 

Other amusements. 

S.673 

157 

28 

Total . 

10,286 

86s 

84 

Professional, etc. 

7,344 

254 

35 

Business services. 

7,087 

364 

80 

Other services . 

S.532 

179 

32 

Entire service division. 

S4.S6 o 

3.708 

68 


♦ Compiled and computed from Statistics of Income for igjSi Part a, pp. 38- 
39. Units: $1,000,000, for column 2; $1,000, for column 3. 


gross income was below lOo thousand dollars in 1935. The 
outstanding exception is motion-picture producers; the 259 
corporations in this group had an average gross income of over 
800 thousand dollars, more than ten times the average for the 
entire division. Some reason exists, therefore, for anticipating 
that the rate-of-return figures for certain size classes in the 
service division may be dominated by conditions in one of the 
particular branches of activity covered by the division. 

SIZE VARIATION IN RATE 

A notable feature of the display of curves relating rate of 
return to size (Chart lii), in comparison with like curves for 
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other divisions, is the unmistakable downward-to-the-right 
tendency for the class or classes immediately above 500 
thousand dollars. With some irregularity, this downward tend¬ 
ency persists into the s-million-dollar class for all years except 
1931, On the other hand, an advance in rate appears in the top 

CHART LII 

Rate of Return Compared with Size, for Service Division * 



size class for all years except 1933 and 1935. To the left of the 
Soo-thousand-dollar boundary, most of the curves have a gen¬ 
erally upward course; but, except for 1932, this advance in 
rate with increasing size is sharp only at the left ends of the 
curves. Ignoring the lowest size class — and in 1932 the next 
higher class — total variation in rate among the size classes 
is not large in any year; such variation as exists has a fairly 
clear maximum in the 2So-thousand-dollar class, in all years 
except 1931 and 1936. For the service division, then, rate of 
return declines as size increases, above a fairly low size 
boundary. 
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Diverse class-to-class inclinations of the curves, and some 
intersections among the curves, preclude any significant appear¬ 
ance of parallelism. Such cyclical variations as appear in this 
division do not affect the various size classes uniformly. Lack 
of uniformity is strikingly manifest near the ends of the curves: 
the intersection of the 1931 curve with those for 1934 and 1935, 
and the persistence of a rapid advance in rate up to the third 
size class for the 1932 curve, emphasize the lack of parallelism 
to the left of 250 thousand dollars; intersections near the right 
are additional departures from parallelism. 

TIME VARIATION IN RATE 

Except in the left section, the total spread among the curves 
is not wide, and impact of cyclical variations in general business 
(particularly the recovery after 1933) on this division is thus 
not great. The fact that the 1931 curve runs above all other 
curves except that of 1936 through most of its course implies 
either that depression failed to have severe effects on these 
industries until 1932, or that the general revival had not reached 
extensively to these industries by 1935. The 1936 curve runs 
above all other curves except at one point, but absence of a 
record for some highly prosperous year precludes a comparison 
of the levels of the 1931-35 curves with a rate-of-return curve 
for service industries in most favorable cyclical conditions. 

Further evidence of the peculiar cyclical response of this 
division appears in Chart lhi. The curve for the entire division 
shows 1931 higher than all other years except 1936, and the 
curve for the selected high size class shows 1931 above all later 
years. On the other hand, rate of return for the low size class 
shown in the chart had by 1934 recovered above the 1931 level. 
Moreover, except for the low size class shown the 1932-33 
revival is smaller than we have observed in numerous groups of 
the manufacturing division. A progressive but moderate ad¬ 
vance does appear for 1934-36; and in this respect the experi- 
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CHART LIII 

Time Varutions in Rate of Return, for Service Division and 
Selected Size Classes * 

% 
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♦ Data in Table xxxvni. 

ence of the service division is not peculiar. Further details, for 
other classes, are given in Table xxxvni. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

Rates of return for the income category of corporations in 
the service division show a general tendency to decline with 




TABLE XXXVIII 

Rates of Return for Service Division * 


Class t 

1931 

X932 

1933 

1934 

1935 

1936 

0 . 

-17-36 

-33-58 

“ 25-77 

-24.53 

— 20.62 

-7.91 


15-92 

13-81 

13-50 

18.83 

20.50 

23-88 


-4S.30 

- 4 SS(S 

-39-98 

—62.08 

-6g.88 

-50.47 

SO . 

- 5 - 8 * 

— 21.80 

— 11.67 

-4.22 

“ 2.74 

.73 


10-53 

8.96 

1043 

11.48 

13-49 

14.62 


-20.73 


—20.01 

-14-79 

-17-32 

— 18.36 

100 . 

-4.64 

- 8-35 

- 7-30 

“341 

-1.19 

1.60 


8.87 

8.04 

8-34 

10.42 

10.96 

11.42 


-1703 

-13-84 

— 13-00 

-13-13 

— 12.66 

— I I.go 

250 . 

-.68 

—6.00 

-5-58 

“ 3-32 

“.37 

.46 


10.24 

00 

9-07 

9.86 

10.28 

10.27 


— 11.42 

-11.44 

— II.17 

— 13-02 

-6.78 

— II.41 

500 . 

-1.83 

-6.57 

-6.56 

“ 4-25 

—2.91 

— .81 


9.34 

6.76 

6.1S 

7-74 

8.44 

9.10 


— 11.58 

-it.gy 

— 11.82 

-12.54 

— 13-02 

— 10.67 

1,000 . 

-2.83 

-8.21 

—6.72 

—4.82 

“ 3-09 

“.55 


7-53 

S.37 

6.33 

9.82 

908 

9.06 


-g.go 

-i2.4g 

—10.48 

—11.26 

— 10.36 

— io.2g 

5,000 . 

—2.12 

—8.42 

-8.31 

- 6.55 

“ 5-73 

-3.86 


12.99 

8.69 

7.86 

7.86 

7.12 

S-I2 


- 8 . 3 g 


— 12.48 

— 12.27 

— 12.17 

-13-75 

10,000 . 











3.38 




—10.28 

-I2.4g 

— 13-22 


-16.86 

-13-57 

50,000 . 











4.69 




-•S 3 

-g.71 

-13-39 


-135-00 


Classes grouped t 

.28 

-7.93 

—8.90 

- 5 -o 8 

— 6.22 

1.04 


4.46 

6.83 

5.46 


4.96 

11.64 





-18.79 



Entire division .. 

—2.18 

“944 

-8.52 

“ 5-52 

-4.07 

“54 


7.29 

7.18 

7.30 

8.38 

9.28 

10.53 


— 10.51 

-I 3 -S 3 

— 13-^^ 

-15-09 

-14.96 

-13-05 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
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increasing size (Table xxxviii). In some years the rate for 
the income category rises sharply in the top size classes; never¬ 
theless, the general downward tendency of rate with increasing 
size is unmistakable. 

CHART LIV 

Six-year Average of Rates of Return, for Service Division and 
Income and Deficit Categories * 



* Horizontal scale logarithmic. Data in Table B. One point omitted in 
lowest class. 

In the service division, declining rate of return for the income 
category as size increases does not imply — as it does in 
numerous other divisions and most manufacturing groups — 
that the “deficit category accounts for all, and more, of the 


So,ooo-thousand-dollar class has no stated upper limit, 1931-3S; the 100,000- 
thousand-dollar class has no stated upper limit, 1936, and items of this class are 
covered in “Classes grouped.” 

tHigh size classes combined, to conceal a single corporation. Where such 
combination applies to only income or deficit category, other category is shown 
separately in the specific classes, but joint figure for both categories is shown 
only in “grouped” row. 




204 CORPORATE SIZE AND EARNING POWER 

advance of rate with size” for both categories combined. Here 
the deficit category, as well as the income category, shows an 
irregular but clear declining tendency above 5 million and 
perhaps 500 thousand dollars (see Chart liv). To the left of 
500 thousand dollars, to be sure, rate rises more rapidly with 

TABLE XXXIX 

Annual Percentage Ratios of Total Assets of Income Category of 
Corporations to Total Assets, in Each Size Class of the 
Service Division * 


Class t 1931 *93* X933 1934 1935 *936 


o . 41.3 16.7 19.2 28.2 31.7 37.3 

$0. 42.1 18.7 21.6 31.9 34.8 38.5 

xoo . 43.7 18.6 19.9 29.6 33.7 37.0 

250. 43.2 20.5 19.8 28.7 32.0 314 

Soo . 39.0 19.8 18.5 25.9 29.3 30.8 

Z|000 . 29.1 17.4 15.7 21.0 23.6 3X.X 

5,000 . 264 14.8 X4.8 X5.3 X9.0 29.7 

X0,000 . 37.4 124 X3.6 38.4 27.8 29.5 


Entire division .... 36.3 16.2 X6.4 26.8 27.0 3X.8 


* Calculated from basic figures for total assets given in successive issues of 
Statistics of Income (for example, 1935 issue, Part 2, p. 81). 

t Lower limit of size class; unit, $1,000. Classes above $10,000,000 grouped 
in all years. 


increasing size for the deficit category than for both categories 
combined. The downward inclination of the income curve 
largely explains the steeper advance of the deficit curve, as 
compared with the combined curve, in all the left section and 
the nearly horizontal drift of the deficit curve while the com¬ 
bined curve is declining in the middle section. Similar compari¬ 
sons for particular years can be traced from Table xxxvm. 

The large net shifts in total assets from (to) the income 
category to (from) the deficit category — in passing from one 
year to the next — appear in Table xxxix. In this division, the 
percentage of total assets held by the income category of cor- 
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porations is not uniformly minimum in 1932 — several size 
classes have the minimum in 1933, and for the entire division 
the 1933 figure is only slightly above that for 1932. Another 
striking fact is that the 1931 percentage runs above that of 1936 
(or any other year) in the entire division and in every size class 
except two. This is further confirmation of the moderate pace 
of the 1933-36 recovery in the service division. 



XVII 


PUBLIC UTILITIES 

The public utilities division, which includes transportation 
enterprises as well as other utilities, is one of the largest of the 
nine divisions (Table iii). The division is made up of corpora¬ 
tions providing services rather than commodities, having com¬ 
paratively little occasion to carry inventories, and mainly 
operating in economic areas considerably affected with monopo¬ 
listic or quasi-monopolistic characteristics and extensively sub¬ 
ject to public regulation. It includes corporations ranging very 
widely in size, from small enterprises such as taxicab companies 
or local waterworks concerns to the giants of the railroad, tele¬ 
phone, and electric-power groups. 

The data required for an analysis of rate of return by cor¬ 
porate size are available only for the division as a whole, al¬ 
though the division includes utility activities of widely different 
types. Gross income and certain related figures are available 
for several broad groups within the division, and these afford 
some indication of the comparative importance of these groups 
and of the average size of the corporations therein. Pertinent 
figures of this sort for 1935 are shown in Table xl. The stubs 
of this table emphasize the diversity of activities included in 
the division; the thirteen groups are separated into two broad 
sections, transportation and other utilities, of nearly equal im¬ 
portance. Within each section, and even to a greater extent 
within the entire division, the groups vary notably as to their im¬ 
portance — measured roughly in terms of total gross income in 
1935 — and as to the average size (gross income) per corpora¬ 
tion. Total gross income of the group ranges from 3.9 billion 
dollars for steam railroads to 45 million dollars for aerial trans- 
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portation; average gross income per corporation ranges from 
6.7 million dollars for steam railroads to 46 thousand dollars 
for water companies. The strikingly wide ranges in these 
figures suggest that profit conditions for certain of the more 


TABLE XL 

Comparative Importance of Groups of the Public Utilities 
Division in 1935 * 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Group 

Transportation 

Steam railroads . 

576 

3,854 

6,691 

Electric railways . 

1.383 

763 

552 

Water transportation .... 

2,259 

628 

278 

Aerial transportation .... 

S 4 S 

45 

82 

Bus, taxicab, etc. 

2,821 

271 

96 

Cartage and storage. 

10,261 

812 

79 

Total . 

17,845 

6,373 

357 

Other public utilities 

Electric power and light . 

1,621 

2,495 

1,539 

Gas . 

1,007 

630 

626 

Pipe lines . 

283 

329 

1,164 

Telephone and telegraph . 

3 iS 02 

ii 340 

383 

Radio broadcasting . 

SOS 

97 

192 

Water companies . 

2,014 

93 

46 

Terminals, etc. 

1,660 

228 

137 

Total . 

10,592 

5,212 

492 

Entire public utilities division 

28,437 

11,585 

407 


♦ Compiled and computed from Statistics of Income for 193$, Part 2, pp. 37- 
38. Units: $1,000,000, for column 2; $1,000, for column 3. 


important groups may dominate calculated figures for the entire 
division and most of its several size classes, and that certain 
particular groups — not necessarily the most important in all 
cases — may dominate the results for particular size classes. 
In this division, in greater degree than in most other divisions 
and most manufacturing groups studied, diversities among the 
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branches of activity are likely to influence our calculations of 
rate of return for the division and its size classes. Irregularities 
in those results, and perhaps even the uniformities discovered, 
may be the consequences of peculiar conditions in particular 
branches of utility activity, and of the way these branches are 
matched together in the entire division and its size classes. 

SIZE VARIATION IN RATE 

The display of curves relating rate of return to size of 
corporation for the public utility division departs notably from 

CHART LV 

Rate or Retukn Compared with Size, for Public Utilities Division "■ 



* Horizontal scale logarithmic. Data in Table xli. 


similar exhibits for most other divisions and most manufac¬ 
turing groups (Chart lv).^ The total range in variation of rate 
— omitting the lowest class — is comparatively small; and 
there is no such violent drop to extremely low levels even at the 
left ends of the curves as has been noted in numerous other 
cases. Except for the moderately sharp rise of the curves at the 

* The remarkable irregularity near the left of the 1933 curve is not due 
to a tabulating error, as we learn from correspondence with the Bureau of 
Internal Revenue. It affects also Charts vi, lvii, and Lxn. 
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very left, there is little evidence of a systematic advance in rate 
with increasing size: from the so-thousand-dollar class to the 
right ends of the curves the movement is surprisingly horizontal, 
though the general tendency is very slightly upward in all years 
except 1932 and 1936. Ignoring the lowest size class, the total 
range of variation was just over 4 per cent in 1934, just over 3 
per cent in 1935. For these industries, except among the very 
small corporations, little relation between rate of return and 
size is indicated. To what extent this condition reflects public 
regulation and other peculiarities of these industries can only 
be guessed, but the facts are emphatically clear. Another strik¬ 
ing fact is that, except in 1932 and 1936, nearly all rates other 
than those for the lowest class fall fairly close to zero. 

Remarkable irregularities appear in certain of the curves; 
the most notable of these is the severe drop in rate for the 500- 
thousand-dollar class of the 1932 curve. The true meaning of 
these irregularities can not be inferred from the available data; 
but the possibility, noted above, that particular branches of the 
utility industry may dominate particular size classes is a possible 
explanation. These irregularities are, however, not the only 
evidences of lack of parallelism among the curves. Numerous 
differences in direction at different size levels, and numerous 
actual intersections, appear among the curves. Moreover, there 
is a general convergence of the curves toward the right end: the 
total spread among the curves, nowhere large in comparison 
with that observed in several other divisions, narrows progres¬ 
sively as size increases above 500 thousand dollars. 

TIME VARIATION IN RATE 

The foregoing remarks suggest that, although the cyclical 
impact upon the industries of this division is not severe, it varies 
remarkably from size class to size class, and is generally greater 
for small sizes than for large. No such uniformity among most 
size classes, as respects cyclical response, appears here as was 
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found in various other divisions and in most manufacturing 
groups. This peculiarity again is perhaps a consequence of 
tendencies for certain types of utility industry to concentrate 
in particular size classes, and may reflect in addition a more 

CHART LVI 


Time Variations in Rate of Return, for Public Utilities Division 
AND Selected Size Classes * 



* Data in Table xli. 


nearly complete application of public regulation to the types of 
utility in the high size classes than to those in the low. 

The observed diversity of cyclical response among size classes 
is brought out more sharply in Chart lvi. The curves for the 
division and the two selected size classes reveal not only a 
marked difference in intensity of time variation, but also ex¬ 
traordinary diversity in the course of variation. The most 
notable instance of this appears in the inverse movements of 
the curves for the two selected size classes in 1934-35. Other 
instances appear in the notable difference of inclination for 
these two curves in 1931-32 and 1932-33. Another striking 




TABLE XLI 

Rates of Return for Public Utilities Division * 


Class t 

1931 

*932 

*9.33 

*934 

*935 

*936 

0 . 

-15.04 

-17.32 

-14.31 

-18.83 

—10.08 

-14.84 


13*23 

9*39 

10.56 

13*41 

13.92 

ISS7 


-53(^5 

— 34-27 

-36.83 

- 97-94 

—68.00 

-136.99 

SO . 

“3-95 

-7.78 

—3.08 

-1.13 

1.03 

3.8i 


11.19 

8.86 

9 68 

10.56 

12.98 

14.28 


-25^90 

-19.83 

-15.87 

-21.31 

-25-27 

— 20.15 

100 . 

-.53 

—3.62 

-.69 

-.07 

2.39 

6.13 


8.37 

8.11 

7.29 

9*24 

11.25 

14.08 


-iS -42 

-15-66 

- JO . 44 

— i6.g6 

— 16.10 

-15-77 

250 . 

1.83 

-2.68 

—11.61 

.52 

2.43 

6.44 


8.50 

7.77 

7.19 

8.19 

10.50 

11.47 


— 10.18 

— 14.01 

- 37-73 

—20.15 

—22.83 

-13.14 

500 . 

.80 

-5.97 

-.98 

1.90 

-.57 

5.72 


7.34 

7.68 

6*37 

7.73 

8.57 

10.36 


-g.40 

—21.30 

-12.33 

— 11.56 

-24 45 

— 12.18 

1,000. 

.62 

.02 

-I.91 

1.17 

2.53 

358 


6.36 

6.30 

6.08 

7*05 

7*52 

7-94 


-8.48 

—g.i8 

— 16.48 

— 10.42 

- 9-39 

— 10.60 

5,000 . 

1.63 

-.39 

-.17 

1.06 

1.06 

3.63 


6.93 

5*09 

5.10 

5*44 

5*11 

6.48 


—6.73 

- 7-95 

—8.og 

-7-52 

- 7-43 

— 5-96 

10,000. 

1.49 

i.ii 

1.09 

3.11 

2.66 

3.89 


6.36 

5.60 

5*29 

5*84 

6.08 

6*74 


-752 

- 5-54 

- 5-73 

-5-36 

-6.61 

-5-91 

50,000 . 

2.53 

.86 

.62 

1.40 

1.39 

2.50 


5.89 

4.65 

4.22 

4.63 

4.29 

465 


-1.05 

—2.00 

—2.2g 

-2.ig 

-2.42 

- 5-71 

100,000 . 






2.29 







4*32 







—2.66 

Entire division ., 

2.29 

.67 

.45 

1.47 

1.57 

2.69 


6.03 

4.90 

4.52 

5*13 

5*00 

S*i8 


—2.04 

—2.85 

-3-21 

-3-30 

-3-64 

—4.16 


♦Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. Extreme figure in 250- 
thousand-dollar class for 1933 is not due to a tabulating error in the source. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5o,ooo-thousand-dollar class has no stated upper limit, 1931-35; the ioo,ooo> 
thousand-dollar class has no stated upper limit, 1936. 
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feature of the chart is the very slight total variation in the 
curve for the high size class shown, and this confirms the earlier 
observation that the curves of Chart lv converge toward the 
right. In all six years this curve, for the high class, lies between 
I and 4 per cent: its total fluctuation for 1932-36 is less than 


CHART LVII 

Six-year Average or Rates of Return, for Public Utilities Division 
AND Income and Deficit Categories * 



* Horizontal scale logarithmic. Data in Table 6. One point omitted in 
lowest class. 

3 per cent. Stability of earnings is then a striking characteristic 
of the lo-million-dollar class in this division; and, so far as 
that class may be supposed to include predominantly certain 
branches of the utility industries such as railroads and power 
companies, these results reflect a stable average rate of return 
for those branches. On the other hand, cyclical variation for 
the low size class shown is very wide, and the 1932-36 recovery 
is steady and sharp. Details for other classes appear in 
Table xli. 
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PROFITABLE AND UNPROFITABLE CORPORATIONS 

The income corporations of this division have rates of return 
which decline generally as size increases (Table xli) ; although 
an interruption of the decline appears in the lo-million-dollar 
class in most years, and in the next lower class in 1931. Broadly 

TABLE XLII 

Annual Percentage Ratios of Total Assets of Income Category of 
Corporations to Total Assets, in Each Size Class of the 
Public Utilities Division * 


Class t 

1931 

1932 

1933 

1934 

I 9 ?S 

1936 

0. 

• • SO -3 

29-3 

34.7 

38.8 

39-5 

47 S 

SO. 

• • S 2-7 

3 S -2 

42.0 

48.4 

53-3 

SS-i 

100. 

. . 56.2 

40.1 

45-6 

51.7 

S6.8 

60.6 

250. 

.. 57-1 

44.0 

47.2 

S1.4 

57 I 

63.0 

500. 

• • 49*9 

41.0 

4$-9 

SI-2 

53-9 

60.8 

1,000 . 

.♦ SI -3 

48.9 

50.2 

49.9 

S 4-2 

S 9-2 

5,000 . 

.. Si-S 

47-3 

47-7 

52.3 

S 4 .I 

65.1 

10,000 . 

.. S 9 -I 

53-0 

S 3-4 

59-8 

63-3 

67.8 

$0,000 . 

. . 4 $.! 

35-7 

37-2 

44.0 

46.4 

65.4 

100,000 . 

. 

... 

... 



58.7 

Entire division ... 

.. 46.8 

37.9 

39.4 

47.0 

49.6 

61.0 


♦ Calculated from basic figures for total assets given in successive issues of 
Statistics of Income (for example, 1935 issue, Part 2, pp. 79-80). 

t Lower limit of size class; unit, $1,000. Separate data for $100,000,000 class 
available only in 1936. 


speaking, this declining tendency is more systematic and at a 
steeper slope than we have found in other divisions. Irregu¬ 
larities are not numerous, and the most significant appear near 
the right ends of the curves. 

Comparison of the income category with the deficit category 
and with both combined is shown in Chart lvii, on a six-year 
average basis, and can be traced for specific years from Table 
XLI. Although the combined curve — ignoring the lowest size 
class — rises only very gradually toward the right, the upward- 
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to-the-right drift of the deficit curve is very considerable. This, 
of course, is inevitable because of the nearly steady downward- 
to-the-right course of the income curve. In this division, more 
markedly than in most others, inverse direction of movement 
of the income and deficit curves is the striking feature. The 
gap between the curves is very wide at the left, and becomes 
much narrower at the right. One suspects that this may reflect 
the heavy role of debt in these industries, and on this point a 
somewhat detailed inquiry appears below (Chapter XXIII). 

Table xlii records the annual shifts in total assets between 
the income and deficit categories, for each size class. These 
changes are much less extensive than those found in other 
divisions — and this again is evidence of the remarkable 
cyclical stability of the public utilities division. Only for the 
two lowest size classes are the shifts truly wide, even during 
the years 1931-33; and a further striking fact is that, for the 
lowest size class, the tabulated percentage is lower in 1936 
than in 1931. 



XVIII 


FINANCE DIVISION 

The largest of all divisions in the Treasury tabulations is 
finance (Table iii), and this diverse but highly specialized 
collection of enterprises constitutes so large a segment of the 
total corporate system that we shall examine below figures for 
the system as a whole with finance excluded (page 242). The 
enterprises of this division have to some extent the same “serv¬ 
ice” characteristics as the three divisions last studied — trade, 
service, and public utilities. But the finance enterprises have in 
the main the peculiar characteristic of providing capital, in the 
form either of equity or of debt, or of serving as intermediaries 
in the provision of capital, for other divisions of corporate 
enterprise. In some degree enterprises outside the finance 
division provide these capital-supplying services, particularly 
in all cases where intercorporate indebtedness or equity hold¬ 
ings are notable; but the function is especially common and 
important among the finance enterprises. 

Finance is another division for which analysis of rate of 
return by size of concern must be limited to the entire division. 
But within the division are groups of enterprises having widely 
different characteristics, and thus capable of impressing their 
peculiarities upon the calculated results for the division as a 
whole. The groups for which gross income and certain related 
data, though not balance-sheet figures or size classifications, 
are available are indicated by the stubs of Table xLin. The 
largest of the nine groups, in terms of gross income in 1935, 
is investment trusts (including somewhat related enterprises); 
and insurance other than life, and real estate and realty holding 
companies are rather poor second and third. Then, in order. 
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are four groups of nearly equal importance; life insurance, loan 
companies, national banks, and state and other banks. The 
eighth group in order, stock and bond brokers, amounts to only 
about 4 per cent of the division total; and the remaining group, 
joint-stock land banks, is exceedingly small. 


TABLE XLIII 

Comparative Importance of Groups of the Finance Division 

IN 1935’*' 



Number of 
corporations 

Total gross 
income 

Gross income 
per corporation 

Group 

Banking and related companies 

National banks . 6,549 

717 

no 

State and private banks . 

13,487 

656 

49 

Joint-stock land banks . 

44 

4.5 

103 

Loan companies . 

237329 

756 

32 

Investment trusts, etc. . 

8,402 

2,388 

284 

Stock and bond brokers 
investment bankers ... 

7 

2.833 

349 

123 

Real estate . 

86,985 

1,201 

14 

Total . 

141,629 

6,071 

43 

Insurance 

Life insurance . 

66 s 

896 

1,347 

Other insurance. 

1,549 

1,536 

992 

Total . 

2,214 

2,432 

I7O99 

Entire finance division . 

143,843 

8,503 

59 


♦ Compiled and computed from Statistics of Income for igjSt P(^ft 2, p. 39. 
Units: $1,000,000, for column 2; $1,000, for column 3. 


Differences in average gross income per corporation appear 
mainly between the two insurance-company groups on the one 
hand and the seven groups in banking and related fields on the 
other. Roughly speaking, the insurance companies have on the 
average about twenty times the gross income per corporation 
as the companies of the seven other groups. Even among 
these seven groups, the range in average gross income is very 
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wide: the average for investment trusts is more than twenty 
times that for realty companies. There can be little doubt, in 
view of this evidence, that particular size classes in the finance 
division may tend to be dominated by particular lines of finan¬ 
cial activity.^ 


SIZE VARIATION IN RATE 

The outstanding feature of the curves relating rate of return 
to size of corporation, for this division, is the unmistakable 
advance — for every year except 1936, for which the extra 
top size class spoils the comparison — in rate at the extreme 
right (Chart lviii). Broadly, the curves have the shape of an 
elongated (and inverted) S: following the very sharp advance 
at the left, there is a long central range which shows an advance 
so gradual that the curves seem nearly horizontal, and then a 
striking advance develops for the top size classes in all years 
except 1936. This course of the curves is so systematic, appear¬ 
ing with little deviation in all years, that we must infer it 
is characteristic of the division. 

For the finance division, rate of return rises generally as size 
increases, but the principal advances in rate occur for the very 
small sizes and for the very large sizes. This relation between 
size and rate seems largely independent of time, it is broadly 
characteristic of the curves for all years. Curves of this shape 
have not been found for any other division, or any manufac¬ 
turing group except tobacco; although we have seen isolated 
instances of substantial advance in rate at the right end of a 
curve, we have found no other division and only one group in 
which a systematic advance of that sort appeared in all curves. 

‘Once more a warning must be sounded; the per-corporation figures of 
Table xliii are averages, and they may conceal very wide ranges of varia¬ 
tion within each group. For example, we know that certain particular 
banks are huge enterprises; and yet their inclusion in the first two groups 
does not prevent the per-corporation figures of those groups being very 
low. 
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Little doubt can exist that this peculiarity of the finance 
curves reflects a concentration in the top size classes of one or 
more groups within the division. If such a group had a higher 
average rate of return than the rest of the division, the rates for 


chart LVIII 

Rate of Return Compared with Size, for Finance Division ♦ 



the top size classes would be correspondingly elevated.^ In any 
case, we must infer that mere increase in size of any financial 
concern whatever, until it moves up into one of the top size 
classes, would not imply an important increase in that concern’s 

* Presumably the life-insurance companies tend to fall in these top size 
classes. Because of peculiarities in the Revenue Act and the Regulations, 
with respect to calculation of income by life-insurance companies for tax 
purposes, the separate reckoning by our methods of profit for such com¬ 
panies might not yield results comparable with those for other finance en¬ 
terprises. A somewhat different type of peculiarity may affect the profit 
figures for banks, and we have observed that certain huge banks must fall 
in these size classes. 
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rate of return on equity. In the finance division, more than in 
any other case studied, we must temper the indicated findings 
with reservations because of the probable specialization of 
particular size classes with respect to branch of financial 
activity. 

TIME VARIATION IN RATE 

Except for the peculiar course of the 1933 curve and that of 
the 1935 curve, and minor divergences among the other curves, 

CHART LIX 

Time Variations in Rate of Return, for Finance Division and 
Selected Size Classes * 

% 



the approach to parallelism is fairly marked in Chart Lvin. 
Cyclical variations in general business have tolerably uniform 
impact upon all size classes. The total spread among the curves 
is only moderate: the cyclical impact during this period appears 



TABLE XLIV 

Rates of Return for Finance Division ♦ 


Class t 

1931 

193a 

1933 

1934 

1935 

1936 

0 

— 16.64 

-26,77 

-24.96 

-24.90 

— 11.25 

— 11.72 


10.31 

7.56 

8.79 

8.41 

7.24 

14.74 


-48.49 

-40.73 

-38.39 

-47.97 

-35.J4 

-38.09 

SO 

-5.09 

—8.30 

-3.98 

-5*49 

-3.45 

—2.00 


6-54 

5.04 

5-79 

7.72 

4.24 

7.90 


— 18.17 

— Z3.99 

— 7.60 

-11.35 

-12.39 

— 10.22 

100 

-4.36 

-7.50 

-6.62 

-3.92 

-1.05 

•92 


5-74 

4.69 

5.58 

6.53 

4.82 

10.30 


— 14.12 

— 12.40 

— JI.II 

— 9.00 

-6.97 

-9.23 

250 

-346 

-5*73 

-5.59 

-3.27 

— .62 

1.42 


5-24 

4-37 

4.88 

5.76 

4-79 

775 


— Jo.dp 

-9.68 

-9.II 

— 7.16 

—5.26 

-7.44 

Soo 

-3.35 

-5.68 

-5.15 

-2.83 

.18 

1.81 


4.87 

4.11 

4.76 

5.26 

5-08 

7.21 


-8.93 

—9.18 

-8.53 

-6.80 

-3.25 

-8.33 

1,000 

— 3.16 

-432 

-4.85 

-1.14 

.62 

3-07 


S- 2 I 

4.09 

4.8s 

5.09 

6.41 

7.14 


-7.67 

— 7.02 

- 7^58 

-4.07 

-2.58 

-6.80 

5,000 

— 3-20 

-5.38 

-5.85 

-•34 

1.60 

3-21 


5.68 

4.91 

450 

5.63 

7.18 

6.60 


-7.98 

-9.11 

-9.56 

-3.32 

— 1.48 

-6.62 

10,000 . . 

-.50 

-2.66 

—4.06 

2.II 

5.09 

3-79 


7.00 

S.70 

6.43 

6.9s 

12.70 

7.1S 


-4.48 

-5.52 

—8.02 

-.27 

.99 

-7.54 

50,000 . 

2.72 

•93 

Z.04 

3-63 

13-60 

6.12 


9.88 

10.51 

7.89 

5.49 

25.00 

8.99 


.40 

-9.68 

— .20 

2.50 

9.84 

-3.37 

100,000 . .. . 






•33 







5-53 







Z.61 

Entire division 

— I.IO 

-3.18 

-3-32 

I.4I 

3-68 

3-98 


6.79 

6.07 

595 

5.76 

7.87 

6.64 


- S.zr 

- S -84 

-5.97 

-.94 

1.37 

-5.04 


♦ Expressed in per cent; ratio of profit (or loss) after taxes to estimated 
average equity, as explained in text, p. i8. Figures in boldface type are for 
income and deficit categories of corporations combined, in ordinary type for the 
income category, in italics for the deficit category. 

t Lower limit of class interval, in thousands of dollars of total assets. The 
5o,ooo-thousand-dollar class has no stated upper limit, 1931-35; the zoo,000- 
thousand>dollar class has no stated upper limit, 1936. 
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not to have been severe. This finding, in view of the experience 
with bank failures and other critical developments in financial 
institutions during the depression, is very striking.* We can 
perhaps explain the finding partly by remarking that recovery 
in these enterprises may have failed to develop vigorously by 
1936. The abandonment of consolidated returns, following the 
Revenue Act of 1934, may have affected the structure of the 
finance division more than some other divisions and may render 
1934-36 figures not comparable with those of 1931-33. Finally, 
the important place of insurance companies in the division, and 
the likelihood that their earning power is comparatively stable, 
must be noted as a partial explanation of the finding. 

The time record for particular size classes (Chart lix) must 
be read in the light of the foregoing remarks. Cyclical varia¬ 
tion in rate is fairly narrow for the entire division, somewhat 
more sharp for the large size class shown, and mild and irregular 
for the low size class. This exhibit thus suggests that the indi¬ 
cation of parallelism in Chart lviii is to some extent illusory; 
the cycle does fall with significantly different impact upon 
different size classes. Details for other size classes appear in 
Table xliv. 

PROFITABLE AND UNPROFITABLE CORPORATIONS 

We again find, in the record of rates for the income corpora¬ 
tions of this division, a striking departure from conditions 
observed in most other cases studied (Table xliv). Except for 
minor irregularities, curves for the income category, if charted, 
would have broadly a V shape; rate of return is high for the 
low size classes, low for the intermediate classes, and high for 
the top classes. This is in sharp contrast with the more or less 
sharp downward-to-the-right course generally found in the in¬ 
come curves of other divisions, and of manufacturing groups. 

' Generally speaking, a corporation in liquidation is not covered in the 
tax data. 



CHART LX 

Six-YEAR Average of Rates of Return, for Finance Division and 
Income and Deficit Categories * 



* Horizontal scale logarithmic. Data in Table B. One point omitted in 
lowest class. 


TABLE XLV 

Annual Percentage Ratios of Total Assets of Income Category of 
Corporations to Total Assets, in Each Size Class of the 
Finance Division * 


Class t 

1931 

193* 

1933 

1934 

193s 

1936 

0. 

•. 47-0 

22.7 

19.9 

22.8 

26.0 

30.7 

50. 

. . 46.8 

22.6 

I 9 -S 

21.9 

26.4 

33 s 

100. 

•. 45-6 

22.2 

19.1 

23.8 

30.6 

43-5 

250. 

.. 41-9 

20.8 

18.2 

22.3 

32.2 

54-8 

$00. 

.. 37-9 

20.1 

17.9 

23.6 

33-0 

59-6 

1,000 . 

.. 34-0 

19.7 

16.4 

23.0 

314 

S 4 -I 

S .000 . 

.. 33.8 

20.7 

18.4 

24.4 

304 

64.7 

10,000 . 

.. 35.4 

21.9 

19.8 

25.7 

32.9 

65-3 

50,000 . 

.. 46.6 

36.6 

23.1 

25.4 

18.6 

764 

100,000 . 


.,, 


... 


62.0 

Entire division ... 

.. 41.1 

28.4 

20.6 

24.8 

24.S 

63.0 


♦ Calculated from basic figures for total assets given in successive issues of 
Statistics of Income (for example, 1935 issue, Part 2, p. 82). 

t Lower limit of size class; unit, $1,000. Separate data for $100,000,000 class 
available only in 1936. 
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Coupled with the advance in the curves of Chart LVin at 
their right ends, these high rates for the top classes of the income 
category suggest a general tendency for large financial corpora¬ 
tions to yield a substantial rate of return. The condition can be 
tested further by examining also the deficit corporations, and 
Chart LX shows both categories on a six-year average basis. 
The U shape of the income-category curve is strikingly evident. 
But the total range of variation for that curve is just over 5 
per cent, and correspondingly the shape of the deficit curve 
does not differ greatly from that for both categories combined. 

The percentage of total assets held by the income category is 
given in Table xlv. In general, minimum figures appear in 
1933 rather than 1932. In each class and for the entire division, 
all figures of 1932-35 remain below those of 1931; and even in 
1936, the figures for the three lowest size classes are below 
those of 1931. Total variation from 1933 to 1936 is very large, 
and huge shifts of assets accordingly took place. 



XIX 


VARIATION OF RATE WITH SIZE 

Chapters IV and XIII to XVIII have examined variations in 
rate of return with size of corporation and over time for each 
of the eight industrial divisions. The present chapter sum¬ 
marizes, and discusses certain broad aspects of, the variations 
with size. Convenience dictates consideration of the divisions 
in two sets: those made up mainly of producers of commodities 
— manufacturing, mining, agriculture, and construction — and 
those made up mainly of providers of services — trade, service, 
public utilities, and finance. The summary comparisons for 
these two sets with the curve for all divisions combined, on the 
six-year average basis, are reproduced from Charts v and vi in 
Charts exi and Lxn. 

PRODUCERS OF COMMODITIES 

The curves of Chart lxi are tolerably consistent among 
themselves, except for the extremely low level for mining in the 
lowest size class and the notable irregularity for construction 
in the i-million-dollar class. All curves, with a single slight 
interruption for mining, show advancing rate with increasing 
size until well above i million dollars. The advance thereafter 
continues, with interruption in one class, for manufacturing; 
but declines occur at the right for mining and construction. 
Examination of the charts, in previous chapters, which show 
annual curves for these four divisions discloses fairly good con¬ 
firmation of the six-year summary curves for manufacturing 
and mining. For manufacturing, the shape of the six-year 
average curve — the persistent advance of rate with size — 
reappears with surprising approach to exactness in nearly every 
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year. For mining, likewise, most of the annual curves confirm 
the indications of the average curve: the exceptionally low 
level in the lowest size class appears in three years, the minor 
dip in the 500-thousand-dollar class appears in four years, all 
six curves show rates above that of the i-million-dollar class in 


CHART LXI 

Six-year Averages or Rates of Return, for all Corporate Industry 
AND Selected Industrial Divisions * 



.05 .1 .25 . 5 1 5 10 50 Mil. ♦ 


* Horizontal scale logarithmic. Data in Table B. See footnote to Chart i 
and third footnote to Table ix. 

some higher class, and all curves but one show a decline at or 
near the right end. 

For agriculture and construction, confirmation of the six-year 
average curves by the annual curves is less satisfactory, largely 
because the annual curves are marked by numerous single-class 
irregularities. These irregularities may reflect merely the acci¬ 
dental effects of the comparative smallness of these two divi¬ 
sions: neither division has the size to insure that data for 
specific classes, particularly high classes, rest upon adequate 
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samples. Nevertheless, ignoring irregularities, even these two 
divisions have annual curves satisfactorily consistent with the 
curves of Chart lxi. Agriculture, even when the six years are 
studied separately, shows a persistent though somewhat irreg¬ 
ular rise of rate with increasing size all along the size scale. 
Construction shows an advance in rate with size, continuing at 
a sharper pace than in other divisions in the intermediate classes 
(from loo thousand dollars to i million dollars); and then all 
years but one confirm the downturn of the six-year average 
curve above 5 million dollars. For all four divisions, we may 
conclude that the separate annual curves confirm tolerably well 
the six-year average curves. The relation between rate and size, 
shown by the average curve, is a fairly stable relation persisting 
in various stages of the cycle. 

Differences chiefly worthy of note among the four divisions 
can easily be summarized from the average curves. Maximum 
change of rate through the entire size scale is highest for min¬ 
ing, next highest for construction, next for manufacturing, and 
least for agriculture. Nearly all of the advance for mining 
appears at the left end of the curve, thereafter advance is slower, 
and a gradual decline appears at the right. In contrast, com¬ 
paratively rapid advance of rate continues in construction up 
to the next-to-highest class, and then a sharp drop occurs in the 
top class. The advance in rate for agriculture, limited though 
it is, continues at a substantial pace along nearly all parts of 
the size scale. For manufacturing the striking feature is the 
scarcely interrupted advance in rate to the extreme right, an 
advance which, though gradual, is of substantial magnitude 
even above i million dollars in size. 

But these remarks emphasize unduly the differences among 
these four curves. Real and significant as these differences are, 
they are less important than the broad consistency of the curves. 
All four divisions representing commodity producers have 
curves showing the relation between rate and size not notably 
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different from the curve for all divisions combined. Strikingly 
different is the case for the four divisions representing pro¬ 
ducers of services, for here (Chart lxii) notable contrast exists 
among the curves. 


CHART LXII 

Six-VEAR Averages of Rates of Return, for all Corporate Industry 
AND Selected Industrial Divisions * 

% 



* Horizontal scale logarithmic. Data in Table B. See footnote to Chart i. 


SUPPLIERS OF SERVICES 

The six-year average curves for these divisions show closer 
consistency at the left end than appeared in Chart lxi: none of 
these divisions has the extremely low level recorded for mining 
in the lowest class. But, to the right of 500 thousand dollars, 
divergence becomes pronounced. The curve for public utilities 
roughly resembles that for mining; it has a somewhat irregular 
but slightly upward drift in its middle portion, and then de¬ 
clines at the extreme right. The curve for trade continues in a 
fairly rapid advance to the highest point of the size scale, and 
the pace of the advance is strikingly steady throughout the 
whole course except at the extreme left; no curve of Chart lxi 
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has this shape. For finance, a long nearly horizontal stretch 
appears in the middle portion of the size scale, and this is fol¬ 
lowed by a renewed and brisk advance at the right. In the 
service curve, a clear maximum occurs below 500 thousand 
dollars — lower than in any curve of Chart lxi — and the 
decline above that size boundary is large, although a moderate 
upturn appears at the right end. 

Examination of corresponding charts on an annual basis, as 
presented and discussed in previous chapters, again yields fair 
confirmation of the six-year average curves — waiving single¬ 
class irregularities where they appear in particular years. The 
six curves for public utilities show notable differences in the 
low and middle size classes: the 1936 curve reaches a maximum 
below 500 thousand dollars and thereafter declines by a large 
amount; whereas the 1932 curve, except for two irregularities, 
has a generally upward course until the peak is reached some¬ 
what below 50 million dollars. The four other curves have a 
more nearly horizontal course in the middle range of size; and 
the resulting indication of the display of six curves is a broad 
scatter of rates in size classes around 2 50 thousand dollars, with 
a remarkable convergence of the curves at both ends of the size 
scale. At or near the ends of the scale, therefore, the average 
curve is typical of the annual curves; and its indication of differ¬ 
ence in levels between low size classes and high is typical. But 
in the middle range of size the average curve is not typical, and 
gives no safe indication as to the existence of a maximum rate 
in some low size class. Consistency among the six annual 
curves, and hence between them and the six-year average curve, 
is emphatically clearer in each of the three other divisions. 
The unmistakable maximum appears in a low size class for 
service in every year, although the 1931 curve subsequently 
returns to a higher level at the extreme right. In finance, the 
nearly horizontal stretch in the middle range appears in every 
year; and in every year a sharp advance occurs to the right of 
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10 million dollars, although the 1936 curve shows a final decline 
at its extreme right. Consistency is even more remarkable 
among the six curves for trade; and it is damaged significantly 
only by the horizontal drift of the 1933 curve in the middle 
sizes, and by the sharp advance — probably due to grouping of 
the two top classes — in the lo-million-dollar class of the 1935 
curve. This grouped class in the single year 1935 also forces 
similar grouping of the two top classes in the six-year average 
curve (see Chapter XXVIII), with the result that the final 
advance of rate in the 50-million-and-over class, which appears 
in all five years for which separate data are given, is concealed 
in the average curve. Otherwise, the trade curve of Chart Lxn 
would show a still more striking continuation of its upward 
course at the right end. 

Differences among the average curves for the four service 
supplying divisions — and these average curves are well con¬ 
firmed by the annual curves in three cases and tolerably so in 
the fourth — are fairly striking. Though all show large ad¬ 
vance of rate with size along some range of the size scale, the 
persistence of such advance in the different sections of the size 
scale varies from division to division. The extreme cases are 
trade and service: for the former, advance at the brisk pace 
persists to the right end of the curve; for the latter, an unmis¬ 
takable maximum occurs in a moderately low size class. The 
advance in rate slackens above a moderately low size for both 
public utilities and finance; but for the former, a downturn 
occurs at the right, whereas a brisk advance reappears in the 
top size classes for finance. 

GENERAL CONSISTENCY 

Viewing all eight divisions together, we conclude that the 
advance in rate of return with increasing size is characteristic 
of all divisions in the low size classes, that it persists — though 
at a greatly slackened pace — in the middle size range for most 
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divisions, and that it appears even in the top size classes for 
three divisions. The central finding of Chapter II, that rate of 
return advances with increasing size rapidly in the low size 
classes and persistently in the higher classes, is in large degree 
confirmed by separate study of the several divisions. Complete 
confirmation fails because of the clearly manifest differences 
among the divisions in the higher size classes. And even for the 
top size classes, three of the four largest divisions — manu¬ 
facture, trade, and finance — show advancing rates; whereas 
public utilities shows a mild decline in rate above 50 million 
dollars. 

We recall now that the summary, presented in Chapter XII, 
of the detailed study of the separate groups in the manufac¬ 
turing division also brought out a general confirmation of the 
findings for the division as a whole, despite differences of some 
magnitude and considerable significance among the groups. If 
comparable data classified by groups were available for other 
divisions than manufacturing, and we could examine the rela¬ 
tion between rate of return and size for these narrower industrial 
classes, differences — perhaps even more notable than those 
discovered among the manufacturing groups — would probably 
be found. But that such a detailed study woiifd reveal any 
strong reason for abandoning or tempering the central finding 
of previous chapters seems highly unlikely. We may take it as 
strongly indicated though not fully est^ished that, in all 
branches of industry large enough to show wide size distribu¬ 
tion, (i) rate of return increases with size unmistakably in the 
low and moderately large size classes; (2) the advance in rate 
may continue in all size classes, or may disappear or even be 
replaced by a moderate reduction in the high size classes; 
(3) even in cases for which rate declines in the highest size 
classes, rates for those classes remain emphatically above those 
for the lowest class. And these conclusions appear valid in 
separate years, in any stage of the business cycle. 
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ECONOMIC IMPLICATIONS 

It is no part of the purpose of the present book to examine 
carefully the numerous economic implications of the central 
findings of fact in the book, or even the more important of these 
implications. Such an examination would not only occupy 
much space; but it will require the attention of many specialists 
in accounting, finance, business policy, and economic theory. 

I discuss briefly below (Chapters XXII-XXIV) certain im¬ 
portant factors which may bear upon an interpretation of the 
findings, and show in all but one of the cases that the factor in 
question can not account in any significant degree for the 
findings. Thus, inventory profits, though of great importance in 
determining the level of rates of return and their cyclical course, 
can apparently account for no significant portion of the varia¬ 
tion in rate with size. Likewise, the burden of debt, while such 
as to indicate notable differences between rate of earnings on 
the entire capital and rate of return on equity, has apparently 
no significant part in bringing about the advance of rate with 
increasing size. In the case of capital gains and losses, included 
in our figures for profits despite the theoretical objections to 
such inclusion, variations with size are to some extent in a 
direction to cause some of the observed advance in rate with 
size; but this effect of capital gains or losses is very small. The 
situation is more perplexing with respect to compensation of 
officers, which is sometimes assumed to conceal a substantial 
element of what is truly profit in the economic sense. The 
decision in this case rests upon doubtful assumptions as to the 
share of such compensation which can properly be regarded as 
profit, and I hold that any defensible assumption as to such 
share leaves the central finding of the book still unexplained. 
Quite possibly other factors than those examined, even briefly, 
in Chapters XXII-XXIV may have an impoftant bearing upon 
the question. 
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Indeed, from the point of view of the economic theorist, the 
entire question of the appropriateness of the accounting defini¬ 
tion of profits to the economic concept of profits must be ex¬ 
amined in all its perplexing detail. And, in saying this, I waive 
all questions of the precision or lack thereof in the accounting 
definition itself, all questions as to the uniformity in applying 
such definition in the records of particular corporations even for 
tax purposes, and all questions as to the significance of tabu¬ 
lated Treasury data — in the form of aggregates for groups of 
corporations — as typical of specific corporations. The sole 
question in mind here is whether the generally and approxi¬ 
mately enforced Treasury definition of accounting profit meas¬ 
ures what is in the mind of the economist when he says profit. 

One of the obstacles to answering this question is the known 
diversity of opinion among theorists as to what constitutes 
profit. Different theories of profit, and different classifications 
used in theoretical allocation of the product of industry among 
the factors or functions of production, lead to different views 
as to the content and identity of profit. Diverse opinions are 
held on the inclusion in profits, and the proportionate extent of 
such inclusion, of such elements as interest on the funds in¬ 
vested, reward (or insurance) for risk-taking, rent of conspicu¬ 
ous ability in leadership, compensation for performance in less 
conspicuous fashion of so-called entrepreneurial functions, mere 
chance or windfalls, and even compensation for fairly routine 
managerial activities. Clearly the factual findings of this book, 
highly significant though they are in some respects, have little 
or no direct bearing upon certain aspects of the theory of 
profits; although further study, and the accumulation of re¬ 
lated facts, may bring out an important indirect bearing in 
some directions or upon some of these aspects of the profits 
theories. 

On some aspects of the theoretical problem, the present evi¬ 
dence — as respects variation both over time and with size — is 
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clearly helpful. Chief among these, perhaps, is the question 
whether profit, as defined for tax accounting purposes, contains 
any element over and above interest on the funds supplied — 
or left in the business — by the risk-taking owners. That such 
an excess exists on the average for large corporations in many 
lines of industry in most years is fairly clear, and that it does 
not exist for very small corporations on the average in nearly 
all lines of industry in any year is emphatically clear. Evidence 
examined in a limited way in Chapter XXV shows, however, 
that even among small corporations some earn very high rates 
of return: if we cease considering the question in terms of 
averages, we find a wide diversity of experience. This fact of 
diversity is of great importance not only to economic theory but 
also to public policy: it is relevant to the widely held opinion 
that, from the point of view of a reward which calls forth enter¬ 
prising activity, the chance of securing a high profit rather than 
the assurance of securing a mere interest return is controlling. 
The enterpriser is by profession a risk taker, faces frankly the 
chance of loss, does not expend his efforts for winning a mere 
interest return on his capital, but hopes and strives to win the 
large reward. 

I make no effort here to discuss this point at length, or to 
discuss various other theoretical points upon which I believe 
the book will give pertinent information and helpful guides to 
further study. Before closing this chapter, however, one con¬ 
sideration needs to be stressed. The corporate form of organi¬ 
zation conceals and confuses, as many recent writings have 
emphasized, the factors or functions which economic theory 
formerly examined in studying the distribution of the product 
of industry. This confusion is probably most serious with 
respect to the functions, in any case somewhat vague, of the 
entrepreneur. We have not yet discovered the identity of the 
entrepreneur in the modern large corporation, though he ap¬ 
pears readily enough as the active owner-manager of the small 
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closely held corporation. In the large corporation the entre¬ 
preneurial functions appear to have been fractionalized and 
distributed, some being passed down the scale of employee 
organization to contract-wage officers whose main efforts go to 
routine managerial work, some being allocated to banking or 
other service agencies which are so essential to the corporation 
that they can and do share in the control of its basic policies, 
and some portion — perhaps ordinarily small, but latently or 
potentially of significant size — perhaps still remains to the 
owners who supply the risk-taking capital. Indeed, if we de¬ 
fine entrepreneurial functions to include supplying the risk¬ 
taking capital, these owners still have an important share in 
entrepreneurial functions, though it may be the least desirable 
share. I see no way for accounting data, in the present state 
of our knowledge of accounts and of corporate organizational 
realities, to yield any conclusive evidence on the exercise of 
these entrepreneurial functions or on the reward for such exer¬ 
cise. That profit, as measured in this book, may contain 
a substantial element of reward (negative reward, on the aver¬ 
age 1) for entrepreneurship in the smaller companies is prob¬ 
able; but that it contains this element in any significant degree 
for larger companies is at best highly doubtful. I leave this 
question here, along with many other questions which arise in¬ 
sistently from an examination of the evidence presented in 
these chapters. 



XX 


CYCLICAL VARIATIONS IN RATE ^ 

Previous chapters have shown graphic records of the time 
variations in rate for entire divisions and groups and selected 
size classes thereof, and included textual comments on these 
variations and their relations to each other. Although the main 
problem of the book concerns the relation between rate of 
return and corporate size, cyclical variation — and its differ¬ 
ences among size classes and among lines of industry — is of 
very high importance on its own account. 

THE ELEVEN-YEAR RECORD, ALL DIVISIONS » 

Marked instability of profits — in particular, profits on capi¬ 
tal supplied by risk-taking owners rather than by creditors — 
is a characteristic manifestation of the trade cycle and can 
readily be regarded as caused by the cycle. That such insta¬ 
bility may also be a contributing cause of the cycle, at least in 
some of its phases, is a challenging possibility which deserves 
continuing examination by the trade-cycle theorist. Violently 
changing profits may conceivably influence the cyclical course 
of economic conditions both directly and indirectly. The mech¬ 
anism through which such influence may be transmitted is 
complex and sufficiently uncertain to require much further 
theoretical study. 

Among the chiefly important direct elements in the mecha¬ 
nism are the effect of current and recent levels of profit upon 
the availability of funds for maintaining a particular rate of 

‘ A portion of the text, with some alterations, and the three charts of this 
chapter are reproduced, by permission, from the Review of Economic 
Statistics, May, 1939. The separate study of rate of return on corporate 
investments, as there given, is not included here. 
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operations or meeting current claims from other units in the 
economic system, the relation between profit rates and price 
policies, and the effect of current and expected changes in the 
level of profit upon the disposition of the controlling agents to 
undertake further capital investment. Among the indirect ele¬ 
ments of high importance are the transmission — however 
incomplete — of instability of profits into an instability of 
purchasing power in the hands of the owners, and the capacity 
of protracted negative profits to effect a transference of indus¬ 
trial control from risk-taking owners to creditors or from 
financially weak enterprise to strong enterprise. 

My present purpose is not to pursue in theoretical terms 
these and other questions bearing upon the general problem of 
the effect of unstable profits upon the course of the trade cycle. 
I aim rather to present selected statistical measurements which 
are of interest in themselves as giving a partial historical ac¬ 
count of an extraordinarily significant cyclical episode. But 
these measurements are especially intended to afford part of 
the factual background for a theoretical examination of the 
questions raised above. The statistical measurements here 
presented are the rates of return previously reported, and 
comparable data for earlier years: they are designed to bring 
out the profit experience of the equity owners of corporate 
business. Such owners, acting sometimes or in some cases 
directly but more generally through their acknowledged or 
unknown agents, have the power or necessity of making those 
decisions which perhaps transmit unstable profits into unstable 
economic activity. 

Rates of return were obtained for the entire list — without 
regard to line of industry — of corporations filing tax returns 
(only those accompanied by balance sheets for 1931-36, as in 
previous chapters) for the years 1926-36. The course of the 
resulting percentages is shown in the heavy curve of Chart 
Lxin. The curve records a high rate of profit in 1926, a mild 
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dip in 1927 when a brief but sharp contraction occurred in eco¬ 
nomic activity, renewed advance in the next two years to a 
secondary peak in 1929, severe decline but not to a negative 
level in 1930, further heavy declines in the next two years to a 

CHART LXIII 

Time Variations in Rate of Return, for all Divisions, Finance, 
AND ALL except FINANCE * 



large negative rate in 1932, and sustained advance in the fol¬ 
lowing four years.^ 

This course of fluctuation is broadly in accord with the 
general course of the trade cycle, as reflected in many important 
economic indices. That the movement of profits should thus, 

* The specific figures shown in Chart lxiii differ moderately — for the 
nine years covered in both analyses — from those presented in an earlier 
study (“Corporate Earnings on Invested Capital,” Harvard Business Re- 
vieWy XVI, 3, Spring, 1938, p. 346). The earlier study took as the equity at 
the beginning of the year the preceding year-end equity, as can appropri¬ 
ately and with no serious error be done for the entire list of corporations. 
The same procedure might have been used here for the general case of the 
entire list of corporations, but the need of comparability with the special 
cases of separate lines of industry — for which no such procedure is 
feasible — dictated the use of a denominator (for the rate of return) as 
defined above (Chapter II). 
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in its direction and timing, correspond to the movement of 
general economic conditions is not unexpected. The striking 
fact about the record is the violent intensity of the fluctuation 
in profits: the extreme range reaching from a peak of 6.78 
to a bottom level of —2.76 per cent. That so wide a change, 
or even the narrower year-to-year changes, in the average 
earning power of corporate equity could occur without 
having momentous effects upon the policy decisions of 
corporate management and “control” is almost unthink¬ 
able. 

This aspect of the situation is further emphasized when we 
remember that these figures are averages; they reflect the 
average rate of return when income data for nearly a half¬ 
million corporations are added together into a single set of 
totals. The wide variation in profit experience among corpora¬ 
tions in any one year implies, for example, that many corpora¬ 
tions in 1929 must have had rates below the average, some of 
them very much below and even negative. Correspondingly, 
many corporations must have had rates above the average, 
some of them very much above. Likewise in 1932, many corpo¬ 
rations had rates above the severely low average figure, some 
of them very much above and even positive. Correspondingly, 
in that year many corporations had losses implying rates below 
the 1932 average, some of them far below. Within the corpo¬ 
rate system, then, it is entirely likely that large numbers of 
corporations experience cyclical changes in the rate of return 
far more intense than the remarkably intense variation recorded 
in Chart Lxin. No satisfactory statistical basis for testing this 
conclusion for particular corporations is available, but we shall 
show below, and have seen from less full evidence in previous 
chapters, that some entire industrial groups within the corpo¬ 
rate structure have much more severe cyclical variations in 
profits than those shown in Chart LXin. For any such group, 
of course, average figures are used; and within the group, the 
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particular corporations may have widely different intensities of 
profit fluctuation. 

Before passing on to the analysis of separate lines of industry, 
two observations need be made concerning the comparability 
over time of the rates shown in Chart lxiii, and of similar rates 
for the separate industries. Two substantial breaks in homo¬ 
geneity of the basic data affect the comparability over time, 
one in 1931 and one in 1934. Until 1930, Statistics oj Income 
tabulations gave separate sets of figures, one set covering the 
income account for all corporate income-tax returns, the other 
set covering the assets and liabilities for those tax returns ac¬ 
companied by balance sheets. Despite the requirement that 
balance sheets be filed with tax returns, a substantial number 
of tax returns include no balance sheets; and the two sets of 
data are therefore not precisely comparable. Since failure to 
submit balance sheets is more general among small than among 
large corporations, an attempt to bring the sets of figures into 
accord by an adjustment percentage based upon the number 
of returns — the ratio of the number of tax returns to the 
number of balance sheets — is not warranted. 

The adjustment figure needs to rest upon some measure of 
the comparative economic importance of the two lists of corpo¬ 
rations covered by the two sets of figures. A measure of this 
sort can be developed, from data for 1931 and later years, in 
terms of several items in the income account; and we have 
chosen “total compiled receipts,” a rough measure of gross 
revenue, for this purpose. The corresponding adjustment ratio, 
calculated separately for each industrial class and the aggre¬ 
gate list of corporations, is the total compiled receipts for all 
returns — those with plus those without balance sheets — 
divided into the corresponding figure for returns with balance 
sheets, for the years 1931-33.® 

‘These ratios (per cent) are: aggregate, 97.5; agriculture, 95.5; mining, 
98.4; manufacturing, 99.1; construction, 95.6; public utilities, 96.5; trade, 
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By applying this adjustment divisor to the tabulated balance- 
sheet figures for equity in the years 1926-30, those figures were 
stepped up to approximate comparability with the tabulated 
figures for profits after taxes in those years. The rate-of- 
return results for those years rest therefore upon an equity 
estimated from the sample of corporations — a very large 
sample — which did file balance sheets.^ For 1931 and later 
years, Statistics of Income gives a tabulation, in the form 
studied in previous chapters, of income-account figures sepa¬ 
rately for the corporations which do file balance sheets. For 
these years, therefore, the rate-of-return results apply only to 
those corporations. But, as such corporations constitute an 
overwhelming fraction of all corporations, the results can 
scarcely be seriously in error when they are accepted as rep¬ 
resentative of the entire corporate list — including corpora¬ 
tions which do, as well as those which do not, file balance 
sheets. 

The second major break in homogeneity results from the 
change in law, in 1934, with respect to the privilege of filing 
consolidated tax returns; and frequent comments on this point 
appear in earlier chapters (see also Chapter iCXVII). The 
changed practice went into effect mainly in 1934; but, for 
certain fiscal-year corporations, it did not occur until 1935. 

97.3; service, 94.8; finance, 94.4; food, 99.1; textiles, 98.6; rubber, 99.8; 
forest products, 98.7; paper, 98.9; printing, 98.1; chemicals, 99.2; stone, 
98.8; metals, 99.6; miscellaneous manufacturing, 98.4. 

‘ These estimates are of course subject to a margin of error — ascribable 
to possible inappropriateness of the selection of total compiled receipts 
as the basis of adjustment, to the possibility that adjustment ratios based 
on r93i-33 may be somewhat in error for the earlier years and in varying 
degree for different years, and to the possibility that the actual relation 
between income and equity of corporations not filing balance sheets may 
differ substantially, and in varying degrees in different years, from that of 
those submitting balance sheets. In view of the smallness of the adjust¬ 
ment, however, it is highly improbable that any of these errors can have 
significant effects upon the results. 
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Between 1933 and later years, therefore, a break in homo¬ 
geneity exists which may have substantial bearing upon the 
indicated course of rate of return. Comparisons of 1933 and 
earlier years with 1934 and later years are damaged. To a 
much smaller extent, comparisons of 1934 with later years are 
damaged. 

For the aggregate list of corporations, without regard to in¬ 
dustrial type, the legal change probably affects in large degree 
the denominator; separate coverage of each subsidiary into 
the tabulations presumably raised substantially the indicated 
equity. The effect upon the numerator of the rate-of-return 
ratio, though perhaps less important, was of uncertain direc¬ 
tion. The very purpose of the change in law was to render 
taxable those profitable subsidiaries whose net income had 
formerly been offset against net losses of other subsidiaries, in 
the same consolidated system, before reckoning of taxes. Hence 
the tax element in our numerator was probably increased, and 
the numerator thereby reduced. The other element in the 
numerator, compiled net profits, is in all years a residual figure 
— after offsetting losses of some corporations against profits of 
others — for the aggregate list of all corporations; and this 
element might be supposed unaffected by the change in the law. 
But the likelihood that certain elements of income of a sub¬ 
sidiary — for example, the portion of dividends received from 
other subsidiaries — appears after the change of 1934 in the 
tabulated total of compiled net profits without any offsetting 
figure appearing in the tabulated total of compiled net losses 
(for the unprofitable corporations) implies that this element 
was probably raised in 1934 and later years. The net effect 
upon the numerator, of changes in its two elements, is uncer¬ 
tain both in direction and in magnitude, although the direc¬ 
tion was probably toward an increase. In any case, the 
uncertmn magnitude of change, both in the numerator and in 
the denominator, leaves us in doubt as to the probable direc- 
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tion of change in the rate-of-return ratio; we must merely note 
that a substantial change in indicated rate may have been 
caused by the abandonment of consolidated returns.® 

ELEVEN-YEAR RECORD, PARTICULAR INDUSTRIES 

The cyclical record, over the eleven-year period covering 
high prosperity and deep depression, as revealed for different 
lines of industry is of large significance. Unfortunately, ques¬ 
tions of homogeneity are more serious here. The change in 
law of 1934 brought an improvement in the representativeness 
of the data for any one division or group, by taking each of 
numerous subsidiaries out of the division or group into which 
it had formerly been covered — because of inclusion in a single 
consolidated return — and assigning it to the division or group 
to which its principal business belongs. But the change also 
implies a serious break in homogeneity for certain divisions or 
groups: the sample of corporations upon which the rate of re¬ 
turn is calculated may have been substantially changed in 
make-up in 1934 because of the reclassification of subsidiaries. 
The full extent of such changes in sample can not be appraised, 
but they may have affected substantially the indicated rates 
of return for various lines of industry. This danger is increased 
by the further fact that elements of income and deduction or 
of assets and liabilities, formerly offset within a single con¬ 
solidated return, may appear in the tabulations after 1934, 
and one item may appear in one division (or group) whereas 
the formerly offsetting item may appear in another. We are 
forced to conclude that the 1934 break in homogeneity may 

” The effects of the changed law upon the data for separate lines of in¬ 
dustry were more complicated, as noted in previous chapters and in 
Chapter XXVII. 

Other breaks in homogeneity besides the two already discussed — all 
of them minor, and mainly due to small changes in the law — are entirely 
ignored, for the aggregate and separate industries. 
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be considerably more serious for certain divisions or groups 
than for the aggregate list of all corporations. 

The most important of the nine divisions, if importance is 
measured in terms of total assets, is finance, which includes 
banking institutions proper, insurance companies, and several 
other types of companies whose business is predominantly 
financial. This division constitutes a very important fraction 
of the corporate aggregate; it had total assets running between 
39.3 and 47.8 per cent of the aggregate in the years 1931-36. 
Moreover, because the activities of these corporations are sig¬ 
nificantly different in nature from those of most corporations 
engaged in producing and distributing goods and services, and 
to a less extent because special provisions of the tax laws may 
affect in some degree the tabulated data for this division, the 
indicated profit experience of the finance division might be ex¬ 
pected to show certain peculiarities. For this reason, and be¬ 
cause of its great size, the finance division has been subtracted 
from the aggregate, to leave a non-financial aggregate; and 
this residual aggregate — including manufacturing, trade, and 
the other producing and distributing divisions — is in some 
respects a better standard of comparison than is the general 
aggregate, for the several divisions of non-financial business. 

The rates of return for the finance division and for the non- 
financial aggregate (sum of the eight remaining divisions) are 
recorded, in the dotted curve and the short-dash curve, respec¬ 
tively, of Chart Lxra. Rates of return for the three divisions 
next in importance — public utilities (including transporta¬ 
tion), manufacturing, and trade — appear in Chart lxiv and 
in the heavy solid curve of Chart lxv; and mining, though not 
next in importance, is also included in Chart lxiv because of 
the special significance of its fluctuations. The two remaining 
curves of Chart lxv present rates of return for two manufac¬ 
turing groups, metals and chemicals, which are of interest be¬ 
cause of the large size of these groups and of the cyclical 
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significance of their profit experience. Data for three other 
divisions, omitting “nature not given,” and for the nine remain¬ 
ing groups of the manufacturing division are given, along with 
the cases charted, in Table xlvi. 

Referring to Chart i-xni, rate of return for the finance divi- 


CHART LXIV 

Time Variations in Rate op Return, for Selected Divisions * 



sion is observed to move differently from that for all corpora¬ 
tions combined in several portions of the eleven-year period. 
The 1926-27 decline for finance was very slight, the figure 
was distinctly higher in 1928 than in 1926, the initial down¬ 
turn of the great depression occurred in 1929 rather than in 
1930, the low point of the depression was in 1933 instead of 
1932, the 1933-34 advance was very sharp and brought the 
1934 finance figure to about the level reached for all corpora¬ 
tions combined after two years of revival, and the general 
*935-36 advance did not appear except to a mild extent in 
finance. 

Certain corresponding (and inverse) discrepancies appear 
between the non-financial aggregate and the general aggregate. 
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The peak for all non-hnancial divisions combined appeared in 
1929, after a substantial 1926-27 decline and advances in 1928 
and 1929; the 1929-30 decline was steeper for the non-financial 
aggregate than for finance; the rate for the non-financial aggre¬ 
gate rose sharply in 1933, while that for finance declined 

CHART LXV 

Time Variations in Rate of Return, for all Manufacturing and 
Two Manufacturing Groups * 



slightly; and the 1935-36 advance for the non-financial aggre¬ 
gate was about as sharp as that of 1932-33. 

The cyclical variation in trade was much more intense than 
it was in mining or public utilities (Chart lxiv), and even more 
intense than that in manufacturing (Chart lxv). In trade, as 
in finance, the pre-depression peak occurred in 1928 and not 
in 1929; and a notable peculiarity is that the 1936 rate for 
trade was above the prosperity rates just before the great de¬ 
pression. Another striking feature of the trade curve is the 
violent 1932-33 advance, a sharper upward movement than in 






TABLE XLVI 

Rates of Return, in Per Cent, for the Industrial Divisions, Manufacturing Groups, All Divisions Combined, 

AND All Except Finance Combined * 
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any of the other curves shown. The mining curve is distin¬ 
guished by a particularly sharp drop in 1927, by a surprising 
approach to constancy during 1931-33, and by a further 
nearly horizontal drift in 1935. The notable features of the 
public-utilities curve include failure to drop below zero at any 
time during the depression, arrival of the low point in 1933 in¬ 
stead of 1932, and striking failure of the improvement up to 
1936 to restore the profit rate even to the level of 1930. 

For manufacturing (Chart lxv), the rate declined moder¬ 
ately in 1927, recovered to a new peak in 1929, declined steadily 
though with a slackening pace to 1932, and rose steadily — 
with a particularly sharp advance in 1933 — until the 1936 
rate was only slightly below the 1929 peak. The manufactur¬ 
ing groups shown in Chart lxv are selected from the four most 
important — in terms of total assets or of gross business vol¬ 
ume — among the eleven groups of the manufacturing division, 
the other two being foods and textiles.® The metals curve is 
chiefly of interest because of the violence of its cyclical move¬ 
ment; the ranges of variation here between 1929 and 1932, 
and between 1932 and 1936, were exceptionally large. For 
chemicals, on the other hand, not only is the intensity of fluctu¬ 
ation more moderate, but even at the minimum in 1932 the 
rate remained positive. 

The diversities among these curves, and also among the 
tabulated records for the other divisions and groups (Table 
XLVi), are highly suggestive of the varying profit conditions of 
the several lines of industry. Many of these points of diversity 
admit of fairly simple economic interpretation, in the light of 
conditions peculiar to the particular industry or affecting in¬ 
dustry in general, but such discussion is omitted. 

*The 1936 figures for metals and chemicals are on the former basis: 
motor vehicles included in metals, petroleum included in chemicals. 
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COMPARATIVE LEVELS IN I936 AND OTHER YEARS 

With respect to all of the foregoing comparisons of rates 
at different times, and also like comparisons in earlier chap¬ 
ters, one important point deserves emphasis. These records 
of time variations relate to rates of return; and they do not 
therefore give trustworthy indications of the comparative levels, 
at different times, of the amount of corporate profits. Thus, the 
facts that the trade curve of Chart lxiv is higher in 1936 than 
in the boom of the ’twenties, and that all three curves of Chart 
Lxv are nearly as high in 1936 as in 1929, do not indicate that 
the volume of profits had by 1936 recovered to about 1929 
levels. The essential fact is that the equity — which is the 
denominator of the rate — declined over the period, chiefly 
because of accumulated losses in certain years after 1929, ex¬ 
cess of dividend payments over earnings after taxes, and down¬ 
ward revisions of asset valuations. Some indication of the 
extent during the years 1931-36 of this reduction in equity 
appears in Chapter XXVIII. Direct examination of our average 
equity figures for all divisions combined shows a decline from 
146.7 billion dollars in 1931 to 133.8 in 1936, and the decline 
from 1929 must have been much greater. And this decline 
occurred in spite of the large increase which automatically 
occurred in 1934 because of the effect of abandoning consoli¬ 
dated returns upon the accounts and statistics. To avoid this 
disturbing factor, we may compare 1933 with 1931 and 1936 
with 1934; equity declined from 146.7 to 129.7 billion dollars 
from 1931 to 1933; from 142.8 to 133.8 from 1934 to 1936. 
So great a drop in the denominator of our rate-of-return ratio 
can not fail to influence heavily all comparisons of figures for 
later years with those of earlier years. These comparisons are 
significant for the rates, but they should not lead to inferences 
about amounts. 

The same point bears to a smaller extent upon comparisons 
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among the lines of industry as to their relative declines into 
the depression, and recoveries into 1936. The contraction of 
equity undoubtedly influenced different divisions and groups of 
industry differently, and therefore caused different correla¬ 
tions between the rate and the amount. Here again the com¬ 
parisons are valid for rates, but inferences concerning volumes 
must be avoided. 

OTHER CYCLICAL COMPARISONS 

This chapter will not review and summarize the detailed 
comparisons of earlier chapters with respect to cyclical varia¬ 
tions in different lines of industry and different size classes. 
Two broad generalizations stand out, with few exceptions in 
the record as examined. The intensity of cyclical movement is 
generally greater for producers of durable goods, and especially 
capital goods, than for producers of non-durable goods. This 
finding is in line with the conclusions drawn from numerous 
other statistical studies of different t5q)es of industry, and also 
in line with theoretical expectations. 

The second general conclusion is that intensity is greater 
for small corporations than for large. In some lines of industry 
this difference in cyclical intensity between small and large 
corporations is remarkably great. The broad truth seems to 
be that the burden of cyclical instability falls chiefly upon 
small enterprise, so far as that burden is revealed by effects 
upon profits. 



XXI 


INDUSTRIAL DIFFERENCES IN RATE 

Discussions in foregoing chapters have included frequent 
mentions of differences among divisions or groups, as to the 
relation between rate of return and corporate size and as to 
cyclical variations in rate. Chief emphasis in the present chap¬ 
ter is upon differences among industrial divisions and manu¬ 
facturing groups in the level of average rate, without regard to 
variations with size or over time. 

For this purpose a preliminary view can be obtained from 
the six-year averages of the rates for entire divisions and 
groups, with all size classes and both income and deficit cate¬ 
gories combined (Table XLvn). As already remarked, these 
six-year averages are not entirely satisfactory typical numbers, 
because of the considerable scatter among the six annual figures 
in any one case and of the avoidance of any scheme of weighting 
in calculating the averages (see also Chapter XXVIII). A 
further defect exists when the purpose is to make comparisons 
among lines of industry. Industries for which the recovery 
after the great depression occurred early or was particularly 
vigorous are likely for that reason alone to have higher six-year 
averages than industries which had the opposite experience. In 
other words, while these six-year averages cover a period in 
which business in general reached the bottom of depression and 
then recovered with moderate vigor, the average for a par¬ 
ticular line of industry may be influenced by the fact that such 
industry had a greater or smaller number of deeply depressed 
years between 1931 and 1936 than did business in general. 
These “technical” effects of the timing of the cycle in particular 
industries are likely to be increased in cases for which the 
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cyclical intensity is high. The averages would be more trust¬ 
worthy if the period were much longer than six years. This 
defect in the averages, while undoubtedly contributing to some 
of the differences observed in Table xtvii, can at most con¬ 
tribute only in moderate degree. 

TABLE XLVII 

Six-Year Averages of Rates of Return for Each Division and Group 
AND All Divisions in the Aggregate * 


Aggregate. 97 

Divisions: 

Agriculture. —2.30 

Mining . —.75 

Manufacturing . 2.15 

Construction. —2.21 

Public utilities . 1.52 

Trade . .54 

Service . — $-04 

Finance. .24 

Groups: 

Foods . 4.59 

Liquors . 12.41 1 


Groups {continued ): 


Tobacco . 11.38 

Textiles . —.54 

Leather . 1.38 

Rubber . 1.22 

Forest products. —3.72 

Paper. 1.58 

Printing. 3.46 

Chemicals . 3.21 

Stone. .69 

Metals. 1.51 

Miscellaneous. .67 


♦ See third footnote to Table ix. 
t Based on four years only, 1933-36. 

The differences among rates in Table xlvii are far too great 
to be ascribed to any technical peculiarities in the data or in 
the period covered. They undoubtedly represent mainly true 
differences in earning power which actually existed among 
lines of industry in the period imder study. Whether such 
differences existed also in other periods can not be known with¬ 
out a similar examination of corresponding data for such pe¬ 
riods. The 1931-36 period surely had many peculiarities which 
may have influenced the comparative rates of profit as among 
industries; but even these peculiarities of the recent economic 
situation could scarcely have accounted for all, or indeed the 
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main share, of the differences shown by Table XLvn. An im¬ 
portant share, at least, of the differences must be accepted as 
reflecting diversity of earning power among lines of industry 
for time periods extending substantially beyond the specific 
period 1931-36. 

Before commenting upon the indications of the table, be it 
noted again that all figures shown are averages — averages 
over the corporations in the specified division or group, and 
averages over the six years 1931-36. The figure for all divisions 
combined is just under i per cent: corporate industry as a 
whole enjoyed a positive rate of return, but the average annual 
return amounted to less than i per cent of the equity. Such an 
average rate, even for a period of which one third was in deep 
depression, is manifestly low, and we can well doubt that it 
would prove adequate for the maintenance of the private-capital 
system. We are left with the confidence that past periods, and 
the hope that future periods which contain a better balancing 
of depression and “prosperity” than 1931-36, must show a 
somewhat higher rate than .97. 

DIFFERENCES AMONG LINES OF INDUSTRY 

Turning now to figures for the eight industrial divisions, we 
find six of them below the general figure of .97; and four of 
these are actually negative. Each of these four divisions had an 
average loss during the six-year period; and one of them, serv¬ 
ice, had losses at a very heavy rate. The separate annual 
figures largely confirm this showing of negative earning power: 
four of the six annual rates were negative for agriculture, three 
for mining, five for construction, and all six for service. Three 
of the negative rates — all except that for mining — were 
higher numerically than the highest positive rate (2.15) shown. 

Among the positive rates, those for trade and finance are 
very small; and the remarks made above concerning the .97 
rate for all industry apply with greater force to these cases. 
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The rate for public utilities was only moderately higher than 
that for all industry; and even the manufacturing rate, the 
highest among the divisions, was not large. Again it may be 
noticed that all of these average rates are held down by the 
severe effects of the great depression; and failure of the ensuing 
recovery to develop briskly, as was true in public utilities (which 
includes railroads), may have depressed some of the averages. 
But industry has to live, or fail to live, through bad times as 
well as good; and the 1931-36 period included a sufficient 
stretch of recovery to warrant our attaching real significance 
to these low rates and not merely regarding them as statis¬ 
tical accidents caused by selection of the time period for 
averaging. 

Figures for the thirteen manufacturing groups also show 
wide diversity. Eight of them are below the average for the 
entire division, and two of these are negative. Annual figures 
were negative for textiles in only two years, but these 1931 and 
1932 losses were at such heavy rates that the subsequent re¬ 
covery did not offset them. The very heavy average rate of 
loss in forest products is confirmed by the annual figures, five 
of which were negative. Two of the positive rates are very high, 
but one of these (liquors) covers only four years and misses the 
worst effects of the depression. But even the rate for foods is 
higher than the highest (numerically) negative rate; and both 
printing and chemicals show fairly high average rates. Among 
the manufacturing groups five show positive rates of return 
above 3 per cent, which may be regarded as moderately high 
for a period such as 1931-36.^ Three of these represent almost 
entirely producers of non-durable consumers’ goods, and even 
for printing and chemicals the major share of the product may 
be of this type. 

’The rate for liquors applies to only four years; but, if it were based 
upon the full period, 1931-32 rates could scarcely have been low enou(d> to 
reduce the average below 3 per cent. 
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IMPLICATIONS 

I do not propose to discuss even briefly the economic im¬ 
plications contained in or suggested by these results, and 
related results in other portions of the book; for adequate 
discussion must touch upon an intricate body of collateral evi¬ 
dence and extend to great length. Something may be gained, 
however, by pointing — even before intensive and elaborate 
study is given to the matter — to some of the highly important 
questions raised by the facts in their simple form. 

One such question has already been touched upon. Does such 
an average rate of profit as the .97 for all industry, or most of 
the moderate positive rates for divisions such as trade and 
public utilities or groups such as leather and metals, encourage 
the development or even insure the maintenance of the corpo¬ 
rate system on a private-capital basis? Such a question must 
be considered, of course, after generous allowances for the fact 
that 1931-36 may have been too heavily weighted by depres¬ 
sion. But even for the better years of this period, many divisions 
and groups showed only moderate rates. The question can not 
be brushed aside on mere technical grounds, but must be faced 
because the national economic system may be destined for 
years of experience with rates of profit — after heavy taxes — 
not greatly above those shown in the table. 

A somewhat related question concerns the control of corpo¬ 
rate industry. Do the low rates, and particularly the negative 
rates, imply an extensive passage of control from present own¬ 
ers to creditors, or to new owners who buy assets at bargain- 
counter prices? The contraction of equity, shown by our figures 
for the years 1931-36, is not wholly the result of downward 
revaluations of assets; it is in important degree due also to the 
eroding effects of losses. What happens to an entire industry 
when the equity disappears? That poor managerial and entre¬ 
preneurial leadership should be eliminated is recognized, and 
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an effective system brings about such elimination. But that all 
leadership, good as well as bad, should be cast aside because an 
entire industry suffers cumulative loss seems scarcely in the 
general interest. 

Question also arises as to the effect of these wide differences 
in profit rates upon the differential development of industries. 
Do the high-rate industries secure new capital at the expense 
of low-rate industries, and is capital actually being withdrawn 
from low-rate industries? Of course, such questions pertain 
not only to entire industries, but to size classes within an indus¬ 
try and to particular corporations within a size class. The 
abundant evidences of diversity which we have found suggest 
the difficulties; these questions can be answered only after 
painstaking study of particular cases and the peculiar factors at 
work. 

Do the data suggest the existence of monopoly, or near¬ 
monopoly, in certain lines of industry? At best, these figures 
can yield mere suggestions on this point; but, if high rates 
seem to prevail in those lines in which monopoly is thought to 
exist, this fact alone may point the way to further investigation. 
But this question of monopoly, like the others I have mentioned 
and many which I have not mentioned, can only be examined 
in the light of a wide range of evidence touching many factors 
besides profits. Our findings can, with respect to all such ques¬ 
tions, merely suggest possible points of attack and perhaps 
indicate lines of investigation. 
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INVENTORY PROFITS 

This chapter and the two immediately following examine 
certain important factors in the reckoning of profits which may 
have a large bearing upon the findings, as to both cyclical fluc¬ 
tuations and size variations in rate of return, reported in the 
foregoing chapters. The factors to be examined are by no 
means all that might be worth discussion, but are selected be¬ 
cause they are among the most important and because the 
available data admit of at least approximate determination of 
their effects. The specific factors are studied only in part: some 
of the tests are made only for isolated industrial divisions or 
groups, and for isolated years in the six-year period covered in 
earlier chapters. The object is to indicate, by these isolated 
tests, methods of analysis which might prove useful in a more 
elaborate and comprehensive survey; and the analysis aims 
also, in the specific cases studied, to reveal the probable extent 
to which these factors can affect our findings. The first such 
factor, to be examined in this chapter, is inventory profits 
arising from price fluctuations. 

An important step in the calculation of profits for the income- 
tax return, in the case of any corporation carrying inventory as 
an incident to its operations, involves determining the excess in 
the value of inventory at the beginning of the year over that at 
the end of the year, and counting this excess among those 
deductions from gross sales designated as cost of goods sold. 
If end-year inventory exceeds beginning-year inventory, the 
excess is of course negative and acts as a partial offset against 
other items in cost of goods sold. If the excess is positive, it 
lowers the residual figure for profits; if the “excess” is nega¬ 
tive, it raises profits. 
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The suggestion is frequently made that, for an industry 
obliged to carry large inventories in order to operate and espe¬ 
cially if the inventory comprises commodities subject to wide 
price changes, this form of reckoning results in an illusory 
showing of profit (or loss). In periods of rising prices, calcu¬ 
lated profits are said to be raised by the appreciation of value — 
reflecting the year’s advance in prices — locked up in the in¬ 
ventory; and corresponding reverse effects appear when prices 
are falling. The further suggestion is often made that this form 
of reckoning profit, particularly when the revenue act carries 
an inadequate or no loss-carry-forward provision, results in un¬ 
fairly burdensome taxation upon companies exposed to severe 
inventory fluctuations. And, whatever the provisions with 
respect to loss-carry-forward, it is held that this form of reck¬ 
oning means that a substantial portion of all corporate income 
taxes collected in a particular year may in fact fall upon 
“income” which is nothing more than a fictitious and presuma¬ 
bly temporary appreciation in value. It is not the main purpose 
of this section to discuss the tax questions thus raised; but our 
present purpose is instead to examine whether these inven¬ 
tory profits differ among size classes of corporations in such 
manner as to explain, at least in significant part, the main 
findings of this book concerning the relation of rate of return 
to size. 

Accordingly, emphasis will not be placed upon various alter¬ 
native methods — such as the base-stock method, or the last-in- 
first-out basis of valuation — of reckoning inventory, which 
have been suggested for easing the differential tax burden of 
enterprises which carry large inventories of widely fluctuating 
value, and for other purposes. The emphasis will instead be 
upon a specially designed definition of inventory appreciation 
(which, of course, may be negative in some cases), which seems 
suited to our immediate purpose. This definition, although it 
has some defects from the points of view of accounting method 
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and economic theory, comes close enough to the concept out of 
which the issues stated above arise to insure that our analysis 
will yield helpful information on these questions. The definition 
also takes a form which lends itself to the type of calcula¬ 
tion which seems feasible for the actual experimental examina¬ 
tion of existing data. 

WORKING DEFINITION OF INVENTORY PROFIT 

This special definition designates as inventory profit (plus, if 
there is appreciation in value; minus, if value is reduced) 
during a particular year the year’s change in value of a fixed 
physical volume of inventory, such physical volume being that 
held at the beginning or end of the year, whichever is smaller. 
This amounts to saying that (i) all or part, depending on 
whether physical inventory declined or rose during the year, 
of the end-year physical inventory was actually held at the 
beginning of the year, and (2) the change in value of this 
physical volume between the beginning and the end of the year, 
reflecting only price change, is the inventory profit (or loss). 
Obviously, the year’s operations of a particular corporation 
may, and in general probably do, bring it about that many or 
all of the identical commodities held at the beginning of the 
year are not held at the end of the year. Moreover, such opera¬ 
tions may result in changes during the year in the proportions 
of types or categories of commodities held — for example, the 
proportion between raw materials and finished articles, or that 
between one type of raw material and another — regardless of 
the identity of certain spiecific commodities within the inven¬ 
tory. The definition ignores these realistic difficulties: it regards 
the end-year inventory (or an amount thereof equivalent to 
beginning-year inventory) as a replacement of, if not identical 
with, the same amount of physical inventory at the beginning 
of the year. Ignoring the first difficulty raises no theoretical or 
practical issues: it matters not whether during the year a ton of 
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steel wire is replaced, in the inventory, by another ton of ex¬ 
actly similar steel wire. 

Ignoring the second difficulty — changing proportions among 
types of commodities in the inventory — does raise a theoretical 
issue. Presumably, for those types of commodities which have 
been reduced during the year, sales have taken place in which 
price-appreciation profits — assuming a year of rising prices — 
have been “realized.” And, for those types which have in¬ 
creased in the inventory, certain price-appreciation profits — 
not yet realized — are locked up in inventory at the end of the 
year. What the definition implicitly assumes is that the price- 
appreciation profits since the year’s beginning realized from 
the sale of commodities of the first type are equivalent to inven¬ 
tory profits during the same period locked up in another type 
of commodity in the inventory at the end of the year — in this 
sense, the second type is regarded as “replacing” the first type. 
The basic theoretical issue is whether commodities of the second 
type did in fact enjoy the same appreciation, up to time of sale 
of commodities of the first type, as did the commodities thus 
sold. Abundant evidence indicates that different t3q)es of com¬ 
modities do not ordinarily appreciate at the same rate. 

As a practical matter, the application of our definition — 
involving use of a price index, as will be seen — assumes main¬ 
tenance or “replacement” of the inventory in this unrealistic 
sense. To what extent this leads to a faulty appraisal of “in¬ 
ventory profits” can not be determined from theoretical con¬ 
siderations. Moreover, an empirical determination is utterly 
impossible with data on inventories as reported to the Treasury, 
or as ordinarily reported for other purposes by corporations; 
details as to the make-up of the inventory are either entirely 
absent or too meagre to admit of specific examination of each 
type of commodity. 

A further remark, on what the definition does not include, is 
in order. The view is sometimes held that part of the profit 
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realized in sales is an ^‘inventory gain,” although a more in¬ 
forming terminology would call it price appreciation (during 
the period of retention in inventory). Thus, if a raw material 
is purchased and entered into inventory where it remains for 
four months — during which manufacturing processes are ap¬ 
plied to it — and is then sold, part of the profit realized in sale 
may reflect an advance in price of the raw material during the 
four months — particularly if price changes in the finished 
commodity are responsive to those in the raw material. Un¬ 
less such material is replaced in the year’s inventory, our 
definition does not regard this gain as inventory profit; al¬ 
though, in the uncommon case in which the period held included 
a full (accounting) year instead of four months, the year’s 
portion of the total of such gain between date of purchase and 
date of sale would be covered by our definition. The point of 
view of the definition is more closely akin to, though not iden¬ 
tical with, the base-stock scheme of inventory accounting. The 
definition regards a certain volume of inventory — but a vol¬ 
ume which may differ from one year to another, and not a fixed 
normal or base volume — as essential to carrying on a business; 
and it regards changes in value of that volume, due to price 
fluctuations, as constituting inventory profit (or loss). This is 
a profit which is likely to be temporary and evanescent, a profit 
which may be illusory because it is not subsequently realized 
and is in fact likely to be offset by an inverse price movement. 

A final point relates to the method of determining inventory 
valuation: in general the Treasury insists on determination by 
a first-in-first-out formula; and the Treasury permits valuation 
either on a cost basis or on the lower of cost or market, so long 
as a consistent policy is followed by a corporation (apparently, 
most corporations use the lower of cost or market basis). These 
provisions generally have an important bearing upon an esti¬ 
mate of inventory profits; but, in the experiment actually 
r^rted herein, the turnover of inventory seems to be so fast 
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that the effects of these provisions on valuation — and changes 
in valuation over time — can be ignored. They are ignored in 
the estimates reported, except as noted in the details of the 
report below. 


METHOD OF ESTIMATE 

The test calculations — looking toward the application of this 
special definition of inventory profit to a specific case in order 
to show whether such profits account for a significant share of 
total profits — has been confined to one manufacturing group, 
food products, in the two years 1932 and 1936. No attempt 
was made to apply the test to all divisions or groups in which 
inventory is important, or to all of the six years under study. 
One reason for avoiding such general application is that the 
“correction” to reported profits, to allow for inventory profits, 
is sufficiently open to error — because of the form of the basic 
data and of the method of estimate — to suggest further re¬ 
search before a complete application of the method and a full 
reporting of results is undertaken. Another reason is that this 
discussion is not directed to making comparisons, of the profit 
effect of holding inventory, among industries. The investiga¬ 
tion is directed rather to formulating in tentative terms a 
method of analysis, to testing such method by direct applica¬ 
tion in a single case wherein inventories are known to be im¬ 
portant, and to pointing out certain tentative findings suggested 
by this specific test as to the bearing of inventory upon the 
indicated variations of profits over time and among size classes. 

In the following paragraphs, the method will be described 
and illustrated for 1932, and results will then be presented for 
1936 as well as 1932.^ In all steps, the operations described for 

‘ In any comparison between 1932 and 1936, for this group, the fact 
that the beverages sub-group was included in the foods group in 1931-32 
but in the liquors group thereafter should be borne in mind. Moreover, 
largely because of industrial reclassification in 1934 resulting from the 
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1932 may be understood as having been carried out similarly 
for 1936. The inventory data used are given in Statistics of 
Income tabulations for separate industries classified by size of 
assets.* In many respects, these figures are not such as we 
should like for this analysis; but the method here applied is 
designed to use as effectively as possible the data as presented. 
It there appears that in 1932 inventories constituted about one 
eighth of total assets — 832 million dollars, out of 6817 — and 
this is about the same proportion as that for the entire manu¬ 
facturing division. Some groups, such as leather, had a higher 
share of assets in inventories; and others, such as printing, a 
lower share. Because of its magnitude (one of the four leading 
groups in manufacturing), because its proportion of inventories 
to assets was tj^jical of all manufacturing, and because of cer¬ 
tain special factors favoring the study of this group by a method 
involving price index numbers, the foods group was selected for 
the test. 

The inventory figures as published, like the other balance- 
sheet figures, pertain to the end of the year.® It becomes neces¬ 
sary, for the following analysis, to have corresponding figures 
for the beginning of the year. In other words, we need inven¬ 
tory at the beginning of the year 1932 for each size class of 
corporations, separately for income and deficit categories, as 
such class (and category) was constituted at the end of 1932. 
This final provision means that inventory figures, for a class 
(and category) similarly described, at the end of 1931 will not 
meet our needs: shifts of corporations from size class to size 
class and between the income and deficit categories must have 
occurred on a wide scale from 1931 to 1932. This is the same 

abandonment of consolidated tax returns, the make-up of the group may 
have been very different in 1936 than in 1932. 

'Issue of 1932, pages 168-169. 

* Strictly, the end of its taxable year for each corporation. We ignore 
differences in dating of fiscal years, and here assume that all inventories are 
stated for the end of the calendar year: December 31. 
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difficulty which is encountered in another connection in this 
book (Chapter XXIII); and the method of estimating begin¬ 
ning-year figures there evolved and explained is, with one 
exception to be noted immediately below, used here. 

The first requisite is a list, by size classes and separately 
for the two categories, of estimated net capital assets at the 
beginning of 1932. Such figures are available in the source 
tabulations for the end of 1932, and the beginning-year figures 
are obtained by applying a fixed ratio to the end-year figures. 
Here occurs a departure from the precise method used in the 
similar debt analysis (below, page 290): the ratio used here 
depends, not on the joint experience of the group itself and of 
all divisions combined, but on the experience of the foods group 
alone. Thus, the total net capital assets of the entire foods 
group — all classes and both categories combined — at the 
beginning of 1932 is assumed the same as that at the end of 
1931. This, of course, ignores shifts in industrial classification 
between the two years, entrance of entirely new foods corpora¬ 
tions and exit of old corporations during 1932. No means ap¬ 
pears for estimating the magnitude of this error, but I see no 
reason for faith that it would be reduced by following the more 
complicated procedure — making the ratio depend on all divi¬ 
sions combined as well as on foods.^ 

It was next assumed, as in the debt analysis, that the ratio 
thus obtained could be applied to each size class, separately by 
income and deficit categories, to obtain estimates of net capital 
assets for the beginning of 1932. This operation is parallel to 
that used in the debt study, as are the further operations inci¬ 
dent to estimating beginning-year inventories. These opera¬ 
tions will not here be described in detail, nor is it essential to 
list again the assumptions made and the possible errors intro- 

* The case for such a procedure is better in the debt analysis chiefly be¬ 
cause that analysis is concerned with large divisions rather than a small 
group. 
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duced. In all respects, these points follow those developed in 
the debt study. The method is illustrated, for a single size class, 
in Table xlviii. The result is a list of estimated beginning- 
year inventories (valued as at the end of 1931) as shown, along 
with the end-year (1932) figures, in Table xlix. 

TABLE XLVIII 

Specimen Computation of Estimated Inventory at the Beginning 
OF the Year; 5 oo-thousand-dollar Class of Foods Group 
in 1932 * 




Income 

catpRory 

(i) 

Deficit 

category 

(2) 

Both categories 
combined 
(3) 

a. 

Net capital assets, end 1931. 

97,632 

84,191 

181,823 

b. 

Inventory, end 1931 . 

30,104 

27,838 

37,962 

c. 

Ratio of b to a . 

•3083 

•3309 

.3188 

d. 

Ratios pertinent to beginning 1932 

.3136 

•3248 

... 

e. 

Net capital assets, end 1932. 

62,008 

109,267 

171,27s 

/. Estimated net capital assets, begin¬ 
ning 1932 . 

63.967 

112,720 

176,687 


Estimated inventory, beginning 
1932 . 

20,060 

36,613 

56,673 


♦ Money figures in thousands of dollars. Rows a, 6, e transcribed from Statis¬ 
tics of Income for 1931, and 1932, The 1931 figures pertain to a class described 
similarly to that of 1932, but not made up of the same corporations entirely — 
see text. 

Row column i is average of Row c, columns i and 3; Row d, column 2 is 
average of Row c, columns 2 and 3 —sec text. 

Row / is Row e multiplied by 1.0316, which is the ratio of end-year 1931 to 
end-year 1932 figures for the entire group, both categories combined. 

Row g is Row / multiplied by Row d. 

DETERMINATION OF INVENTORY PROFITS 

From here on the analysis differs from that of the debt study, 
as it aims at an entirely different goal. As already indicated 
(page 258), we aim to determine the change in value during 
1932—due to price changes — of the physical volume of in¬ 
ventory at the beginning or at the end of 1932, whichever is 
smaller. The first task, then, is to determine — for each cate- 
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gory in each size class — whether the beginning-year or end- 
year physical inventory is greater. Preliminary to answering 
this question is a determination of the price at which the inven¬ 
tory at the beginning of 1932 (end of 1931) was valued, and 
that at which inventory at the end of 1932 was valued. Here 
we encounter the difficulty of deciding between cost and the 
lower of cost or market, as the price basis. This difficulty was 
fortunately avoided in the foods-group test case because the 
average turnover of inventory is very rapid — in almost all the 
classes and both categories, at least six times a year.® Hence, if 
we ignore different rates of turnover for different sections of 
the inventory (despite the errors this undoubtedly introduces), 
the inventory — identical commodities — at the end of the 
year has not been in possession of the company — on a first-in- 
first-out basis — more than two months; and, if price changes 
were small during those two months, the difference between 
cost and market would be slight.® 

The measure of price movement selected was a weighted 
average of wholesale indices published by the United States 
Bureau of Labor Statistics. The indices were those for the 

“Only a rough estimate of turnover could be made; gross sales of the 
year was divided by inventory at the end of the year. Some improvement 
could have been effected by using average of beginning-year and end-year 
inventories as the divisor, but this would have been at best not a close esti¬ 
mate of the true average inventory for the year. The question of differences 
in the valuation basis of numerator and denominator — sales and inventory 
— could not be answered at all, though this is always significant in precise 
appraisals of turnover. Likewise no allowance could be made for different 
rates of turnover for different sections of the inventory. The rough rates 
found, however, were so high that I doubt if any of these refinements 
would have altered the practical decisions made. 

“Actually, “cost” would tend to be an average for the two months; and 
“market” would pertain to December 31. In the cases under test, these 
alternatives were considered, and the differences in indicated price bases 
of inventory valuation — from the end of one year to the next — were so 
slight that I took round figures derived from averaging these differences, 
as stated in the text. 
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TABLE XLIX {Continued) 





t Lower limit of class, in thousands of dollars. 

^ Value representing the lower physical inventory. 













268 CORPORATE SIZE AND EARNING POWER 

foods group, and the grains and the livestock-and-poultry sub¬ 
groups of the farm-products group of the U.S.B.L.S. index; and 
they were given weights of 20, 3, and 6, respectively. The 
object of combining these indices was to cover raw materials as 
well as manufactured food products. The food-products index 
covers some food raw materials, but not the grains and animals. 
The weights used were approximately as they stood in the 
U.S.B.L.S. general index in 1931. Though there is no good 
reason for assurance that these weights reflect the proportions 
in which the three sets of commodities enter the inventories of 
the companies under study — either as a whole or in the several 
size classes and categories — no reason appeared for some other 
choice. Use of these weights has whatever advantage consist¬ 
ency may give: each of the three indices is itself a weighted 
index, so that we are by implication assuming that the inventory 
is made up in the proportions indicated by the internal weights 
in each of the three indices. Manifestly, this may be seriously 
in error, particularly when we are studying the not very numer¬ 
ous corporations of a particular size class and of one category 
(income or deficit). I see no means of appraising the extent of 
this error, but doubt if it can significantly distort the findings 
reported below. Examination of December figures and the 
averages of November-December figures, of this special index, 
for 1931 and 1932 led to .82 as measuring the price basis of the 
end of 1932 with respect to the beginning of 1932 (end of 1931) 
as unity 

It is now possible to determine, for each size class and each 
category, whether the end-year or beginning-year inventory is 
the smaller — in physical terms, assuming value related to 
physical volume by the special wholesale price measure chosen. 
Thus, for example, a class for which the 1932 end-year value is 
more than 18 per cent below the beginning-year value can be 

’The corresponding figure for 1936 was 1.03: end-year price was found 
3 per cent above beginning-year. 
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assumed to have a smaller physical inventory at the end of the 
year. In this manner, for each class and category of Table 
XLix, a selection between the end-year and beginning-year 
inventories was made; and those selected as lower are labelled 
L in the table. An interesting fact — somewhat uncertainly 
explicable by the effect of prices on realization of net income — 
is that the L items are beginning-year figures for the income 
category and end-year figures for the deficit category, in five 
of the classes and the entire group: one category increased and 
the other decreased physical inventory, during 1932. I omit 
further discussion of this suggestive comparison. 

These L items are taken to represent the inventory with 
respect to which what we have defined as inventory profit (or 
loss) accrued through price fluctuation during 1932. The L 
item is the value, at the year’s end or beginning as the case may 
be, of that physical volume of inventory which was held both 
at the beginning and at the end of the year. Application to these 
L items of the percentage price change during the year yielded 
the estimated inventory profits (losses, in all cases for 1932) 
during the year.** These estimated losses are listed in the third 
column of Table xlix, wherein the sum of the two categories 
for each size class is also shown. 

It is well to remark again that the application of identical 
price-change percentages to all size classes and both categories 
may do violence to the facts. The corporations of one size class 
may in fact hold on the average inventory made up in such a 
way that its actual average rate of price change during 1932 
differs from that implied by the general price measure used, 
and differs from that for certain other size classes. The issue 
involved is again the appropriateness of the weighting system 

‘The price index being .82, for end 1932 compared with end 1931, the 
percentage taken was 18 for cases in which L was at the beginning and 22 
for cases in which L was at the end. For the 1936 test case, 3 per cent 
was taken for both sets of cases, as the index was 1.03 for that year. 
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of the price index to the make-up of the inventory of a given 
size class and category. That errors on this account, especially 
in comparisons between class and class and category and 
category, may be substantial can not be doubted; but that they 
are large enough to nullify or even seriously qualify the broad 
findings below seems to me improbable. 

I remark also that we are dealing in the whole analysis with 
class figures, which afford no indication as to the experience of 
the particular corporations within the class. Thus, conceivably, 
20 out of so corporations in a particular class might have an 
increase in physical inventory during the year, whereas the 
other 30 have a decrease. I do not see that this fact has any 
bearing upon our estimate of the year’s aggregate inventory 
profits, and of the relation thereof to total accounting profits, 
jor the class.^ 

Finally, it should be emphasized that the method of analysis 
does not include all of the year’s change in value, through price 
changes, of the inventory. Thus, if the L figure is at the end of 
the year, some of the (larger) physical inventory held at the 
beginning of the year is assumed to have been sold during the 
year without being replaced; and that portion of inventory 
may have experienced a gain or loss in value, through price 
changes, between January i and date of sale. Likewise, if the 
L figure is at the beginning of the year, some of the (larger) 
end-year physical inventory is assumed to have been acquired 
during the year in excess of sales; and that portion may have 
experienced gain or loss in value between date of acquisition 
and December 31. Either of these elements might properly be 
called inventory profits in our sense; but they do not come 
within our narrow definition, which calculates inventory profits 
only for the L item. For this and other reasons, we may fairly 
say that — except for errors in the estimating process — our 

' The point may, however, have a significant bearing upon considerations 
of tax policy with respect to inventories. 
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calculated inventory profits (or losses) are probably under¬ 
stated by substantial amounts. 

RELATION OF INVENTORY TO TOTAL PROFITS 

The fourth column of Table xlix lists the compiled net 
profits (or losses) which, except for the tax correction, have 
been used in calculating rate of return on equity. These figures 
are taken directly from the same source tabulations as the other 
items — net capital assets, inventories at end of year, and gross 
sales — used at various stages of this test analysis. The fifth 
column of the table expresses the estimated inventory losses as 
ratios to the general profit (or loss) figures — before tax deduc¬ 
tion — in Column 4. The final column of the table shows the 
results of deducting Column 3 items from those of Column 4, 
with due regard to signs; it gives estimates of profit and loss 
not due to changes in inventory valuation (in the narrow sense 
covered by our definition). Table l presents the 1936 test case 
in the same form. 

The most significant results, for our purpose, appear in 
Column 5 of Table xlix (and likewise of Table l). Fixing 
attention for the present upon 1932, the striking fact appears 
that for the foods group as a whole, each category being con¬ 
sidered separately, inventory losses run to more than one third 
(almost one half, for deficit category) of the tabulated figures 
for compiled net profit or loss. In other words, excluding in¬ 
ventory profits (losses in 1932), as narrowly defined in this 
chapter, would increase the tabulated profits of the income 
corporations by about one third, and decrease the tabulated 
losses of the deficit corporations by nearly one half. The pro¬ 
portionate effect upon the entire group with both categories 
combined is far greater, because of the offset of profits against 
losses in general, whereas the inventory element is negative for 
both categories. Thus, in this case, the ratio of inventory loss 
to the combined figure (positive profits) of Column 4 is (as 
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shown in Column s) over 450 per cent: inventory losses run 
times the tabulated profit; and, if they were moderately 
larger, would convert that profit into a loss. Exclusion of in¬ 
ventory losses from total profits (Column 6) yields a greatly 
altered indication of the profit experience of the foods group in 
1932, and the use of this revised profits figure (after tax adjust¬ 
ment) in the numerator of our rate-of-return ratio would cor¬ 
respondingly yield a greatly altered ratio for 1932.^® Indicated 
profits for the income category are raised very sharply, indicated 
losses for the deficit category are greatly reduced, and indicated 
profits for the combined group are very greatly increased. 

Similar examination of the 1936 results shows similar effects 
in the opposite direction: exclusion of inventory profits reduces 
substantially the general profits figure, and hence implies a 
reduction in the indicated rate of return for the foods group as 
a whole. The upward price movement of 1936 was much less 
sharp than the downward movement of 1932, and therefore the 
alterations in 1936 are less striking. If our test had been applied 
to a year of rapid price advance, there can be little doubt that 
exclusion of inventory profits would result in alterations in 
indicated profit and indicated rate of return of about the same 
order of magnitude as those found for 1932, but in the opposite 
direction. Clearly, in a year of declining prices, inventory 
losses decrease profits (or increase losses) as compiled; and, if 
the price decline is sharp, the effect is very large and may even 
change a profit into an indicated loss. Likewise, in a year of 
rising prices, inventory profits increase profits (or decrease 
losses) as compiled; and, if the price advance is sharp, the 

“I assume here the tax adjustment unchanged, as implied in present 
laws. If the law were altered to lift the income tax from “inventory 
profits,” on the ground that they are an illusory form of “income,” the 
rate-of-return ratio would need corresponding further alteration. I waive 
the question whether some modification of the equity — denominator of 
the rate of return — is also implied if inventory profit is excluded from 
the numerator. 
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effect is very large and may even change a loss into an indicated 
profit. 

The foods group is only a test case, and the results found in 
this case may differ substantially from like results which might 
be found by testing other lines of industry; but differences 
would be with respect to degree, not direction. Broadly speak¬ 
ing, we may expect the effects of inventory profits upon general 
profits to be large in cases for which inventory runs large in 
comparison with an appropriate measure of the magnitude of 
the industry and for which price fluctuations are of wide ampli¬ 
tude. The bearing of these findings upon the cyclical course of 
the rate of return on equity, as reported in previous chapters, 
is obvious. For a particular industrial division (excluding those 
which carry no inventory) or group, or a particular size class, 
the intensity of the cyclical movement is exaggerated by inven¬ 
tory profits and losses; and even the shape and timing of the 
cyclical movement may be distorted in some degree for the same 
reason. Furthermore, comparisons of cyclical movement among 
divisions or groups or among size classes in any one division or 
group may be somewhat distorted by the differential effects of 
the inventory element. Without carrying through the full in¬ 
ventory analysis, as outlined, for foods in other years and for 
other groups and the divisions in all years, these points can not 
be examined quantitatively. I forego such a comprehensive 
series of tests largely because the method used does not seem 
as yet sufficiently refined to warrant close comparisons of indi¬ 
cated differences among divisions and groups. 

The bearing of these findings on tax policy is evident. If 
the revenue laws excluded from taxable corporate income in¬ 
ventory profits (or losses), as we have narrowly defined them, 
tax revenue would be increased in a year like 1932 and reduced 
in a year of rising prices.The theoretical warrant for such 

“The amount of the change in revenue would differ from industry to 
industry and from year to year. In the foods group in 1932 — neglecting 
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exclusion of inventory profits from the tax base is that such 
profits are not yet realized, and may in fact disappear before 
they can be realized. I remark that if the revenue laws provided 
for loss-carry-over on a liberal basis, the issue would largely 
disappear; and certain other changes in tax provisions might 
accomplish about the same result. 

Of still greater significance, for purposes of this book, are 
the differences among size classes in the effect of inventories on 
indicated profits (or losses) and rates of return. Again con¬ 
sidering first only the 1932 results (Table xlix), the ratio of 
inventory profit (strictly, loss) to compiled net profit or loss is 
nowhere less than three tenths except in the lowest size class 
and in the deficit category of the next higher size class. Despite 
numerous erratic high ratios, particularly for the combined 
categories in all but one of the higher size classes and in the 
deficit category of the highest class, the ratios show remarkably 
small variation. That so many of them run close to three tenths 
is an astonishing outcome, and can scarcely be due entirely to 
accident. 

When we pass to Column 6 of the table, giving tentative 
estimates of profit or loss after exclusion of the inventory losses, 
we find of course all the figures higher (with due regard to sign) 
than those of Column 4. We also find the shift of the size-class 
figures, for both categories combined, from minus to plus com¬ 
ing at a much lower point on the size scale — 250 thousand 
dollars, instead of 5,000, or more surely (after a secondary dip 
into the minus area) 50,000. 

Still more helpful for our purpose is a computation of rate of 
return using this modified concept of profits in the numerator 

actual or effective graduation in rates, shifts of corporations from the deficit 
to the income category, and the possibility that certain corporations might 
not be able to meet the increased tax liability without becoming insolvent 
— the increase in revenue would be over one third. In years of sharply 
rising prices, loss in revenue might run to about the same proportion of 
existing revenue. 
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(Table li). The first column gives the figures for profit or loss 
excluding inventory losses (from Column 6 of Table xlix) after 
deduction of estimated taxes.^* Column 2 presents the esti¬ 
mated average equity for the year, and Column 3 the resulting 
rates of return — items of Column i divided by those of 
Column 2. The basic rates of return on equity, as given in 
Chapter VI, are shown for comparison in Column 4. Of course, 
each figure of Column 3 is higher than the corresponding figure 
of Column 4, because each class and category shows estimated 
inventory profits which were negative in 1932—the price 
movement was downward. 

The point of vital interest in this investigation, however, is 
the relation of the modified rate of return (Column 3) to size. 
Considering first the class figures for both categories com¬ 
bined, we observe rates increasing with increasing size in the 
five lowest size classes. From i to 50 million dollars, changes 
in rate are somewhat irregular but very narrow; and a sharp 
final increase appears in the highest size class. The general 
course of the rate is unmistakably upward with increasing size, 
though a considerable intermediate range in the size scale shows 
a nearly horizontal movement. This relationship is in all essen¬ 
tial respects similar to that for the basic rates, as calculated in 
Chapter VI and shown in Column 4. Similarly, examination of 
the income and deficit categories separately shows a notable 
similarity between variations in the modified rates of Column 3 
and the basic rates of Column 4. 

We conclude that inventory profits (or losses), despite their 
heavy influence on compiled profits or losses, do not account in 
any appreciable degree for the relationship between rate of 

“ I use here the same tax estimates as in Chapter VI, ignoring a possibil¬ 
ity that taxes might be changed on this basis of reckoning “profits.” Like¬ 
wise in Column 2, I use the equity figures of Chapter VI, ignoring possible 
appropriate changes consistent with the new definition of the year’s accu¬ 
mulation of surplus. 



TABLE LI 


Rates of Return on Equity, with Estimated Inventory Losses 
Excluded from Profits or Losses, for the Foods Group 
IN 1932 * 


Class t 

Category 

Net profit or 
loss after taxes, 
excluding in¬ 
ventory loss 
(i) 

Average 
equity 
for 1932 
(2) 

Rate of return: 
Excluding From 

inventory Chapter VI 

(3) ( 4 ) 

0. 

Income 

3,007 

20,694 

14-53 

10.27 


Deficit 

-14.313 

59.412 

-24.07 

-28.58 


Both 

-11,306 

80,106 

— I4.II 

-18.28 

SO . 

Income 

3 ,SS 6 

32,93s 

10.80 

7-75 


Deficit 

— 8,986 

72,958 

— 12.32 

-16.58 


Both 

-S ,430 

105,893 

-S.I3 

— 9.00 

100. 

Income 

7,756 

77.504 

10.00 

6.86 


Deficit 

-14.542 

156,383 

- 9-30 

-13.69 


Both 

-6,786 

233.886 

— 2.90 

-6.88 

250. 

Income 

10,504 

100,021 

10.50 

7-54 


Deficit 

-9,211 

146,494 

— 6.29 

— 10.17 


Both 

i>293 

246,51s 

•52 

— 2.98 

500 . 

Income 

13,600 

110,372 

12.33 

9.05 


Deficit 

-7,432 

158,046 

-4.70 

-8.87 


Both 

6,168 

268,418 

2.30 

-1.50 

1,000. 

Income 

30,717 

331,830 

9.26 

6.46 


Deficit 

-13,320 

393.430 

-3.38 

-7.03 


Both 

17,397 

725,260 

2.40 

-.85 

5»ooo. 

Income 

19,760 

207,978 

950 

6.91 


Deficit 

— 11,018 

176,678 

—6.24 

— 8.92 


Both 

8,742 

384,656 

2.28 

-•36 

10,000. 

Income 

60,046 

633,344 

949 

6.97 


Deficit 

—37,884 

646,253 

-5.86 

-9.04 


Both 

22,162 

1,279,597 

1-73 

— I.II 

$0,000. 

Income 

126,005 

1,353,058 

9-31 

6.32 


Deficit 

15,133 

361,806 

4.18 

•29 


Both 

141,138 

1,714,864 

8.23 

S.04 

Entire group 

Income 

277,727 

2,867,738 

9.68 

6.74 


Deficit 

-91,709 

2,171460 

- 4-23 

-8.30 


Both 

186,018 

5,039,198 

3.69 

.26 


♦ Unit: $1,000, for columns i and 2; i per cent, for columns 3 and 4. Items 
of column i derived from column 6 of Table xlix by applying tax corrections 
from Table A of Appendix. 

t Lower limit of class interval, in thousands of dollars. 
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return and size as reported in Chapter VI for the foods group. 
Moreover, I am confident that this conclusion does not follow 
from any automatic (or technical) effects of the manner of 
reckoning inventory profits: the key figures in that reckoning 
are balance-sheet items for inventories held; and such figures 
might have been related to the basic profits figures, used in the 
earlier work of Chapter VI, in such way as to yield wholly dif¬ 
ferent findings from those just stated. The fact that they were- 
not thus related, and that the findings are as shown, is a result 
which not only could not confidently be expected but is in truth 
surprising. I am further confident that errors made along the 
way in the estimate — errors in the fundamental and incidental 
assumptions or in their application to the analysis, could not 
have brought about the findings reported. That certain of 
those errors may be serious can not be doubted; but that they 
should all dovetail in such a manner that, after an important 
shift in level of the rates, their joint effect should make the 
former relationship between rate and size persist almost to 
perfection seems highly unlikely. Far more likely is the infer¬ 
ence of a systematic relationship between rate of return and 
size, undisturbed by inventory profits and losses. 

This conclusion pertains to the foods group in 1932. The 
1936 test for the foods group constitutes no effective confirma¬ 
tion on this point, because the price fluctuation was small in 
that year. Whether the conclusion applies also to other manu¬ 
facturing groups and to various divisions can only be known 
after making similar tests. But the case is so emphatic for foods 
in 1932 that I tentatively regard the finding as typical. In 
other words, I conclude tentatively that inventory profits and 
losses do not explain the basic tendency for rate of return to 
increase with size, so generally discovered in studying the sev¬ 
eral divisions and groups in preceding chapters. 



XXIII 


THE ROLE OF DEBT 

One of the factors most readily suggested, as possibly ex¬ 
plaining at least in some part the observed general tendency for 
rate of return to increase with corporate size, is indebtedness. 
May it not happen that a differential burden of interest charges, 
among size classes of corporations, explains in some measure 
the variation in the residual profits for equity owners? May 
not small corporations have generally a heavier burden of debt, 
and hence of fixed charges for interest, than large? May not 
differences, among size classes, in the proportions of total capital 
supplied respectively by creditors and owners account largely 
for the observed differences in rate of return on the owners’ 
portion? If this were true, we might infer that (i) the rate of 
earnings on total capital show negligible or only moderate 
tendency to increase with corporate size, and (2) that the fore¬ 
going findings of this book reflect in large or substantial degree 
effects of variations in capital structure. 

The present chapter examines, in a tentative and only ap¬ 
proximate way, this highly important question. The analysis 
used herein will be seen to rest to a much greater extent upon a 
succession of highly uncertain assumptions and estimates than 
is the case with the main analyses of the book. The findings are 
therefore necessarily tentative; and they await further refine¬ 
ment and testing, either through examination of pertinent new 
data not now available or through more incisive study of exist¬ 
ing data. Because of the highly tentative nature of the analysis, 
I have refrained from applying it systematically to every 
division and group. The chapter reports rather results for two 
selected divisions and for the two years 1932 and 1936 only, 
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and it must not be supposed that the results shown are better 
than tentative and roughly approximate even for these two 
cases. 

These tests indicate emphatic negative answers to the basic 
questions posed at the head of this chapter. Perhaps applica¬ 
tion of the test to other divisions or to certain manufacturing 
groups might indicate the contrary, and perhaps application of 
a greatly refined set of tests even to these two divisions might 
reverse the findings. I think this unlikely, however, and feel 
safe in holding the opinion after these experiments — despite 
all their imperfections — that differences in interest burden do 
not account in any significant degree for the major relationship 
between rate of return and size as revealed in the central 
analyses of this book. 

OBSTACLES TO ANALYSES 

The desired approach, for testing the questions posed above, 
would consist in studying the rate of return not on owners’ 
equity — as carried out in the foregoing chapters — but on the 
sum of creditors’ and owners’ capital. Thus, the denominator 
of our new rate of return would be equity plus debt, and the 
numerator would be profits after taxes plus interest paid. Un¬ 
fortunately, the needed data are not available for carrying out 
such a calculation separately for each size class. 

Lack of pertinence of data. So far as the general list of corpo¬ 
rations— all divisions combined — is concerned, the interest- 
paid figure is available for each size class.^ But the debt item 
is not adequately given by the tabulations. The balance sheets 

' This is subject to the reservation that the tabulated figure for interest 
paid may not represent accurately total payments of interest. It is possible 
for interest, as for certain other deductions permitted by the Revenue 
Act, to be reported on the return — in part, at least — in such manner that 
its identity is concealed and it can not be tabulated separately as interest 
paid. On how many returns this occurs, and how serious the consequences 
may be as respects the tabulated interest item, can not be known. 
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as tabulated give two items of indebtedness: notes and ac¬ 
counts payable, and bonds and mortgages.^ 

The first of these mingles two elements of debt, only one of 
which, notes payable, ordinarily bears interest. And no en¬ 
tirely satisfactory basis exists for segregating the interest-bear¬ 
ing portion from the total. The method actually adopted for 
segregating notes payable — a method clearly subject to a 
serious margin of error — is described below (page 295). An 
economist might hold that he is in any case interested in total 
debt, and in an average rate on total debt, even though part 
of it actually pays no interest; but even this position seems 
open to objection, for the accounts payable are in practice 
likely to arise as a direct incident to making purchases rather 
than from a conscious intent to obtain working capital by 
borrowing, as is more likely to be tlie case in respect to notes 
payable. 

For the specific divisions and groups, the situation is still 
less satisfactory. The tabulations by size classes for each divi¬ 
sion and group give no data on interest paid; this item must 
be estimated for each size class, presumably by an elaborate 
and somewhat dubious process, as we shall see. For each divi¬ 
sion and group the remarks made above about the debt figures 
also apply, so that calculation of rate of return on debt for 
the several size classes of any one division or group is liable 
to serious errors in both the numerator and the denominator. 

We are nevertheless forced to direct attention to specific divi¬ 
sions or groups rather than to the general list. The reason is 

'Here again, the items as tabulated may not tell the whole story. For 
certain returns, some elements of debt may be concealed in the catch-all 
item “other liabilities”; and there is no way of knowing how serious this 
defect is. It may be remarked here also that there is less incentive for 
careful checking of the balance sheet submitted with a return than of the 
income statement, by internal revenue officers; and this may imply that 
corjiorations do not develop a habit of reporting the balance sheet as care¬ 
fully as the income account. 
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that the situation for the general list is likely to reflect unduly 
the circumstances of the finance division, which includes banks 
and similar institutions. This would introduce a special diffi¬ 
culty: the deposits of banks (whether they bear interest or not) 
are tabulated in “other liabilities” and can not be segregated 
therefrom, and thus a very large element of interest-bearing 
debt of the finance division can not be brought into the de¬ 
nominator of our rate. On the other hand, the interest which 
banks pay on such deposits presumably is tabulated in the 
“interest paid” item of Statistics of Income, and would find its 
way into the numerator of the rate. There can be no doubt 
that this would result in a serious distortion of the indicated 
rate on debt, not only for the finance division but also — be¬ 
cause finance bulks so large in the total — for all divisions 
combined. 

But even without this special difficulty, it would still be un¬ 
wise to overlook the peculiarities of finance corporations — 
especially banks — with reference to debt and interest. There 
can be little doubt that questions concerning the relation of 
debt and interest to equity and profits have very different im¬ 
port for financial enterprises than for ordinary industrial con¬ 
cerns. For this reason also, as finance bulks so large in the 
total, an analysis of the general list which combines all divi¬ 
sions seems unlikely to yield findings having clear economic sig¬ 
nificance. We must therefore design our tests of the burden 
of interest for specific non-financial divisions, and work out a 
scheme of analysis applicable to such cases. 

Time specification of data. A serious general difficulty arises 
from the fact that the balance-sheet figures pertain to the end 
of the year.® The interest-paid item, on the other hand, pertains 
to the whole year — except for a moderately small number of 
part-year returns. Analysis of rate of return on creditors’ capi- 

* Ordinarily the calendar year, but various other dates not more than six 
months from December 31 for fiscal-year companies. 
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tal therefore requires some passage from the end-year debt fig¬ 
ures, as tabulated from balance sheets, to averages for the year. 
Because of rapid changes in outstanding debt — particularly 
short-term debt (notes and accounts payable)—in certain 
years under study, this correction is even more important for 
the debt-interest analysis than for the equity-profits analysis 
(see Chapter XXVIII). On the other hand, we have no obvious 
basis — unlike the case with respect to equity — for making at 
least a partial reconstruction of the debt figure for the begin¬ 
ning of the year."* In other words, no item in the income account 
can be regarded as obviously an addition to or subtraction from 
debt, during the year. 

If we were not dealing with size classes, and separately for 
income and deficit categories, beginning-year figures might 
roughly be assumed identical with those for the end of the pre¬ 
ceding year. Even this assumption would be hazardous, because 
of changes from year to year in industrial classification of spe¬ 
cific corporations, or in the inclusion of new corporations or 
exclusion of old corporations. But the assumption is certainly 
unwarranted for the analysis as actually planned — by size 
classes and separately by income and deficit categories. Ex¬ 
tensive shifts — in some years, very extensive shifts — occur 
which take many specific corporations from one size class to 
another, or from (to) the income category to (from) the 
deficit category. Under these circumstances the assumption 
that, for example, the debt tabulated at the end of 1931 for 
corporations then in the loo-thousand-dollar size class and in 
the income category thereof is the debt at the beginning of 1932 

‘We ignore the course of change during the year; although this, par¬ 
ticularly for short-term debt, may have a serious effect on the average for 
the year. One of the many experiments tried in this analysis aimed at 
estimating and allowing for the month-to-month changes in short-term 
debt; but no dependable results were obtained. We shall be content there¬ 
fore with an average of figures for the beginning and for the end of the 
year as rough estimates of the year’s average. 
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for corporations which were in that class and that category 
at the end of 1Q32 is obviously absurd. By accident the assump¬ 
tion might be approximately valid in some very rare case, 
but only by highly improbable accident. 

We are therefore confronted with the need of some other 
device for estimating the debt at the beginning of the year, for 
the corporations which fall in a specified class and category 
at the end of that year. Such estimates are needed separately 
for short-term and long-term debt; although in most cases the 
year’s change in long-term debt is less likely to be large, and 
could accordingly be estimated by somewhat cruder devices 
with safety. 

The device actually adopted, after a considerable series of 
experiments most of which were fruitless, rests upon two as¬ 
sumptions each of which may involve moderate error. The first 
is that the net capital assets — book value of physical assets 
after reserves for depreciation and depletion — is so highly 
stable that the beginning-year figure for same can safely be 
inferred from the end-year figure, for a specified class and 
category. The second is that the ratio of debt to net capital 
assets, at the end of a particular year, for the corporations then 
in a specified class (and, to a smaller extent, in a specified cate¬ 
gory), can be taken as identical with the same ratio at the 
beginning of the following year for the corporations falling in 
that class (and category) at the end of such following year. 
The first of these assumptions enables us to project, for a given 
class and category of corporations, the year-end figure for net 
capital assets back to the beginning of that year. The second 
assumption enables us to calculate, from such assumed begin¬ 
ning-year figure for net capital assets, the desired beginning- 
year figures for short-term and long-term debt. The method 
is described in detail below (page 290), and further comments 
on its validity are there presented. 

For the moment, two general comments will suffice. The first 
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assumption is the choice of the least of several evils. Of all 
the items in the tabulated balance sheet, which might be taken 
as measures of aggregate importance of a group of corporations 
and used as a reference base for determining comparative im¬ 
portance of some other item, net capital assets is one of the 
most, stable and perhaps the most stable." Even this item is 
not entirely stable, particularly in years when discretionary 
revaluations are made. And in ordinary years, some instability 
results from depreciation and depletion — for which an esti¬ 
mated allowance might be made — and from replacements or 
new purchases or installations of equipment and plant, or sale 
or abandonment of old capital assets. As will appear, some 
gross allowance can be made for these causes of instability, and 
net capital assets remains the most dependable basis of refer¬ 
ence for our purpose.® 

The second assumption really involves sampling theory. It 
amounts to regarding a list of corporations classified in a par- 

® The one absolutely “stable” item in the tabulations is number of corpo¬ 
rations. The number of corporations in a specified class at the beginning 
of a year — ignoring part-year returns — is exactly the same as that at the 
end of the year. Why not, then, get the ratio of debt to number of corpo¬ 
rations — the average debt per corporation — at the end of one year, and 
apply this ratio to the number of corporations in the specified class at the 
end of the next year to get the estimated debt at the beginning of that 
year? The reason is that both theory and experience show that such aver¬ 
ages per corporation are highly untrustworthy because of the varying im¬ 
portance (or size) of corporations in the class and of the skewness of such 
variation. Some basis of reference w^hich takes account — as mere number 
does not — of importance must therefore be used. Such a basis as total 
assets (or liabilities) might be suggested; but this is highly unstable, 
partly for the very reason that debt (a part of total liabilities) varies so 
considerably during the year. Instability will likewise be found to char¬ 
acterize nearly all the other balance-sheet items as tabulated in Statistics 
of Income, except net capital assets (and bonds and mortgages, which we 
seek to estimate), as well as nearly all of the income-account items. 

* A further point in its favor is that, unlike many balance-sheet items, it 
does not include an “intercorporate element” which is likely to disappear 
when a merger or some similar corporate rearrangement takes place. 
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ticular way — for example, in a particular category and size 
class — at the end of one year as a good sample (so far as the 
ratio of debt to net capital assets is concerned) of the quite 
different list of corporations classified in the same way in the 
next year. This assumption seems tolerably safe, except in 
those rare cases in which the number of corporations is so small 
as to render the sample possibly unrepresentative because of 
the dominant effect of one or two particular companies on the 
ratio. This amounts to saying the assumption is less good for 
high size classes than low, because corporations generally are 
less numerous in the former than in the latter. Reason appears 
also for greater confidence in the assumption when applied 
to an entire size class than when applied to either the income 
or the deficit category separately, because of the numerous 
shifts between the two categories from one year to the next. 
This subordinate conclusion leads to a special step in the analy¬ 
sis, as we shall see (page 293). 

The rate of interest. A further deep-reaching difficulty ap¬ 
pears because we have no precise knowledge of the rate — or 
rates — of interest on outstanding debt. Such knowledge is 
needed because, as is evident from the foregoing, we must esti¬ 
mate interest paid — by size class, by industry — through the 
application of an interest rate to the estimated debt. 

Published interest rates on short-term debt pertain almost 
exclusively to bank loans or closely-related types of borrowing, 
and reflect in most cases also the rates on new loans rather 
than average rates on outstanding loans. This second point 
is relatively unimportant for short-term debt; for the very 
shortness of the maturity generally implies that average rates 
on outstanding debt can not differ greatly from quoted rates 
on new loans, except in a period of very violently changing 
rates. Published rates on long-term debt have two similar 
defects; such rates are customarily quoted only for the obliga¬ 
tions of prominent listed corporations and only for new borrow- 
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ingsJ Here the second objection is likely to be serious, for 
many, long-term obligations may have been outstanding so long 
that their face rates — unless readjustments through refund¬ 
ing or other operations have occurred — are significantly out 
of line with rates on new long-term funds.® 

It is fairly clear that we can not accept published rates as 
appropriate multipliers for estimating long-term interest paid 
upon the known (or estimated) long-term debt outstanding. 
Less strong objections stand against accepting quoted bank 
rates on short-term loans as appropriate for corporate short¬ 
term debt outstanding.® The method actually used does as¬ 
sume as the rate on outstanding notes payable a selected aver¬ 
age of quoted rates on new bank loans. Just how large a share 
of the notes payable of industrial corporations is made up of 
bank loans, or how this share varies among industries or among 

’Currently reported figures on outstanding (old) obligations 

are of no use for our purpose — the base of the yield is market value, not 
the amount of the obligation. 

•Reference here to face rates suggests another disturbing factor in the 
situation. The average rate on outstanding debt, as a basis for calculating 
interest paid, should take account of defaulted interest. We may be sure 
that in some of the years under study defaults on interest were significantly 
large; and, although companies in actual liquidation ordinarily do not file 
returns covered in the tabulations (file “inactive” returns), companies in 
default but not in process of liquidation would presumably be tabulated: 
their figures for debt would enter the totals, but the face amount of their 
interest charges would not enter the interest-paid total. This point may 
explain partly the indicated low average rate on bonds in the trade divi¬ 
sion, though I think only in small part. (See below, page 299.) 

• A long series of experiments, looking toward an independent determina¬ 
tion of both the average rates — short-term and long-term — without use 
of quoted figures, led to disappointing results. I hope later to reexamine 
these experimental methods, which rested mainly on correlation operations; 
and, if they can be sufficiently improved, will report them in another place 
for the information of scholars who may be interested in the experiments 
as examples of statistical technique or for their economic implications. For 
the purpose of this book, however, the entire approach was abandoned; 
and the alternative treatment described in the text may be regarded as 
suggested by the earlier experiments and as a substitute for them. 
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size classes or between the income and deficit categories, can 
not be known. That the share is, for most classes or groups of 
corporations, more than half appears quite likely; that it is 
close to 100 per cent seems highly unlikely. In any case, the 
assumption amounts to taking the same rate for non-banking as 
for banking lenders. This may not be seriously wrong; for, as 
short-term loans are in question, it may well be doubted if on 
the average corporations would pay a significantly higher rate 
or could get a significantly lower rate on borrowings from non¬ 
banking lenders than on borrowings from banks.^” 

The assumption also ignores possible differences, even in 
bank rate, among industries; although good reason exists for 
believing such differences may be significant. Finally, this rate 
was assumed uniform for all size classes, and for both the 
income and deficit categories — again an assumption almost 
certainly at variance with the facts. 

With the short-term rate thus taken, the interest paid on 
outstanding short-term debt for an entire division (or group) 
could be estimated. By deducting this from total interest paid, 
the residual element of interest on long-term debt could be 
found; and dividing this by the amount of such debt yielded 
estimated rate of long-term interest. Such estimates could be 
worked out separately for each industrial division or group, and 
for the income and deficit categories; but the rates so found 
had to be assumed uniform in all size classes of the given in¬ 
dustry or category. 

The entire method thus made some allowance — however 
imperfect — for differences in rate on outstanding long-term 
debt as among industries and as between categories, but none 
whatever for the short-term rate. No sure judgment can be 
formed, on a priori grounds, concerning the wisdom of this dis- 

“Many serious qualifications need be made on this assertion when a 
particular corporation is considered, or even for some entire industries 
under certain circumstances. 
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tinction: we can not be sure whether differences in rate among 
industries and between the income and deficit categories are 
more likely to be significant for short-term or for long-term 
debt. Various arguments point in each direction, and none 
seems decisive. I lean toward an answer in favor of long-term 
debt, chiefly because of the bearing of defaults upon the ques¬ 
tion; but the case is far from clear, and I confess the entire 
method rests upon practical necessity rather than upon theoret¬ 
ical appropriateness. 


METHOD OF ESTIMATE 

The actual analysis, looking toward an estimate of the aver¬ 
age rate of return on borrowed and owned capital, by size 
classes, was confined to two selected divisions, manufacturing 
and trade; and the illustrative computations in this chapter are 
for manufacturing only. The analysis was likewise confined 
— in its final stages — to two years, 1932 and 1936, in the six- 
year period under study; but certain operations had to be car¬ 
ried out for 1931 and 1935 also, because they are the respective 
preceding years. The foregoing section has outlined the as¬ 
sumptions and indicated the procedure of the analysis; and the 
present section, in explaining the detailed steps, will include 
further remarks on the validity of the assumptions. 

Estimated rate on long-term debt. The first set of operations 
aims at estimating for an entire division or group (the manu¬ 
facturing division, in the illustration), separately by income 
and deficit categories, the net capital assets at the beginning of 
the year (1932 in the illustration). The year-end figures for 
the entire division (both categories combined) are found as at 
the end of 1932 and of 1931 — rows g and h of Table lh. The 
net change over the year 1932, expressed as a ratio to the 1932 
figure, is taken as one index of the adjustment to be applied to 
the year-end figure of 1932 in order to secure the figure for 
the beginning of that year. If it were taken as the sole index. 
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the figure for the beginning of 1932 would be merely that for the 
end of 1931. The objections to this procedure rest upon pos¬ 
sible differences in the make-up of the manufacturing division 
in 1932 and in 1931, mainly because of shifts in classification 
of specific corporations between the manufacturing and other 

TABLE LII 

Estimate of Net Capital Assets at the Beginning of 1932, for Each 
Category of the Manufacturing Division * 


fl. Net capital assets, end of 1932, income corps. Sj877,S43 

h. Adjustment . 487,836 

c. Estimated net capital assets, bcKinning of 1932 . 6,365,379 

d. Net capital assets, end of 1932, deficit corps. 19,744,808 

e. Adjustment . 1,638,819 

/. Estimated net capital assets, beginning of 1932 . 21,383,627 

g. Net capital assets, end of 1932, both categories. 25,622,351 

h. Comparable figure for end of 1931 . 28,285,950 

i. Difference- h — g . 2,663,559 

j. Relative difference: i/g (%) . 10.39 

k. Comparable figure for all divisions combined . 6.22 

l . Sum of j and k . 16.61 

m. Average of ; and k: II2 . 8.30 


* Rows a and d are transcribed from the source; g is sum of a and d\ h \s 
calculated like g, but for 1931; k is calculated for 1932 like but applies to the 
entire list of corporations; b \s a y^nt, and e is dynt] c \s sum of a and 6, 
and / is sum of d and e. 

All money figures are in thousands of dollars. 


divisions. Therefore a second index of adjustment is also con¬ 
sidered; the corresponding ratio calculated in the same manner 
for all divisions combined. 

This more general index avoids disturbances due to the 
changes in industrial classification and, except for dropping of 
old corporations or addition of new corporations in the 1932 
tabulation of the complete corporation list, reflects the com¬ 
bined effects of the real causes of change in net capital assets: 
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depreciation and depletion during 1932, purchases and sales 
(involving non-corporate parties, when all divisions combined 
are being considered), installations and abandonments, and 
revaluations. The first index presumably reflects the same 
factors, as they acted particularly in the manufacturing divi¬ 
sion; but it is influenced also by the reclassification factor. 
Neither index satisfactorily measures what we seek — the 
actual change during 1932 in the book value of net capital 
assets for the corporations actually in the manufacturing divi¬ 
sion in 1932. The first index suffers from the reclassification 
factor, the second index is defective because the basic factors 
listed above may operate with different force in other divisions 
than in manufacturing. I see no basis for choosing between 
the two, or even for deciding which is the less accurate; and 
I therefore take the simple mean of the two indices (row m 
of Table lii) as the desired adjustment factor.” The lack of 
close consistency between the two indices suggests the existence 
of a considerable margin of error in the adjustment; but, as 
the level of the adjustment percentages is low, the relative effect 
of this margin of error on the estimated beginning-year figure 
is probably small. This is another way of saying that net 
capital assets is a highly stable figure from year to year — 
even in years of extensive revaluations — when entire groups 
of corporations are under consideration. 

The adjustment percentage was then applied to the end- 
year figures for 1932, separately for the income and deficit 
categories, to yield the estimated beginning-year figures — 

"The two indices clearly differ substantially for manufacturing in 1932: 
the second is about half the first. Such pairs of indices were calculated for 
manufacturing and for trade, annually 1931-36. (A special correction was 
needed in 1934, because the abandonment of consolidated returns caused 
an extraordinary set of reclassifications.) In most of these pairs, the dis¬ 
crepancy does not appear more serious than that shown in Table lh; and 
only one pair, that for manufacturing in 1936, showed the two indices with 
opposite signs. 
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rows c and j of Table lii. At this point another error may 
enter: that some of the basic factors, mentioned above as 
working changes in the value of capital assets, may operate 
with different force for income than for deficit corporations 
seems very likely. I see no clear basis for deciding which cate¬ 
gory will feel the effects with greater force, much less for 
appraising the magnitude of the error; but I suspect this 
error may be somewhat greater than the general error in the 
adjustment percentage, mentioned above. 

The next set of operations aims at estimating the debt of the 
manufacturing division, separately for short-term and long¬ 
term debt and separately for the income and deficit categories, 
at the beginning of 1932. Preliminary computations apply to 
1931 (upper section of Table Liii). For each category and for 
both combined, the ratio of debt (the illustration is worked out 
for short-term debt, and the work is exactly parallel for long¬ 
term debt) to net capital assets — both at the end of 1931 — 
is calculated. This ratio for the income category might be 
suggested as the appropriate multiplier, to be applied to the 
estimated net capital assets of that category for the beginning 
of 1932, for the purpose of estimating the short-term debt at the 
beginning of 1932. The objection to such procedure is that 
some of the income corporations in 1932 may have been deficit 
corporations in 1931, and vice versa. Hence the ratio for the 
deficit category of 1931 may have some appropriateness for 
making the beginning-year estimate of debt of the income cate¬ 
gory for 1932. More generally the 1931 ratio for the combined 
categories may have some appropriateness. We have no basis 
for ascertaining the shares of the income category in 1932 
coming from the income and from the deficit categories in 1931. 

The compromise actually used was to take, as the multi¬ 
plier for estimating beginning-year debt from net capital assets 
in 1932 for the income category, the simple mean of the income 
and combined ratios at the end of 1931. This amounts roughly 
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to weighting the 1931 income category twice as much as the 
1931 deficit category, in making the estimate for the 1932 in¬ 
come category. As noted above (page 286), the entire ques¬ 
tion is one of sampling: we are using a list of corporations at 


TABLE LIII 

Estimate of Average Short-term Debt in 1932, for Each Category 
OF THE Manufacturing Division * 


CALCULATION OF RATIOS FOR 

END OF 1931 




Notes and accounts 

Ratios 


Net capital assets 

payable 

(%) 

Category 

(a) 

(b) 

(c) 

Income . 

. • 8>7S9.363 

2,013,802 

22.99 

Deficit . 

.. 19,526,587 

4,002,960 

20.50 

Both. 

.. 28,285,950 

6,016,762 

21.27 

ESTIMATE OF SHORT-TERM DEBT, BEGINNING 

OF 1932, AND 1932 

AVERAGE 



Income corps. 

Deficit corps. 

a. Adjusted ratio (%) 


22.13 

20.88 

h. Estimated net capital assets, beginning 1932 

. • 6,365,379 

21,3837627 

c. Estimated short-term 

debt, beginning 1932 . 

.. 1,408,658 

4,464,901 

d. Short-term debt, end of 1932 . 

.. 1,224,902 

4,282,362 

e. Estimated average, 1932 . 

.. 1,316,780 

4,373,632 


♦In upper section, column c is b/a. Data are for end of 1931, and are 
transcribed from the source. 

In lower section, Row a is average of first and third ratios of upper section 
for income corporations, and of second and third ratios for deficit corporations. 
Row b is taken from Table LII. Row c is a multiplied by b. Row d is trans- 
scribed from source. Row e is simple average of c and d. 

All money figures are in thousands of dollars. “Short-term debt” is used as 
equivalent to “Notes and accounts payable.” 


the end of 1931 as a sample — so far as the ratio of debt to 
capital assets is concerned — of a somewhat different list in 
1932. We know the 1932 list consists mainly of elements drawn 
from two portions (categories) of the 1931 list, but we do not 
know to what extent the 1932 list is made up from each portion 
in 1931. The rough scheme of weighting is adopted arbitrarily. 
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and gives some recognition to the probability that income cor¬ 
porations in 1932 are somewhat more likely to have been in¬ 
come than deficit corporations in 1931. 

In a similar manner, the deficit ratio and the combined ratio 
for the end of 1931 are averaged to obtain the ratio to be 
applied as a multiplier to net capital assets at the beginning 
of 1932 for the 1932 deficit category. Accordingly, estimated 
short-term debt figures for the beginning of 1932, for both 
categories separately, are obtained — row c of the lower sec¬ 
tion of Table liii. The beginning-year figure is then averaged 
with the end-year figure, to yield an estimated average short¬ 
term debt for the year — row c of Table liii.*® An exactly 
similar set of calculations was worked out for long-term debt, 
to yield estimated long-term debt as an average for 1932, 
separately for income and deficit categories. 

The next set of operations leads to the estimate of the average 
rate of interest paid on long-term debt in 1932, separately for 
income and deficit categories. With an estimate of the amount 
of long-term debt in 1932 worked out, we need only the inter¬ 
est paid on long-term debt in order to secure the desired rate 
through direct division of the second item by the first. Statis¬ 
tics of Income gives total interest paid, without regard to 
maturity of the debt.*® In order to segregate the interest paid 
on long-term debt, we proceed by indirection: first calculate 
interest paid on short-term debt, and then deduct this from 
total interest. 

Available already are the estimates of average notes and 
accounts payable for the year 1932, separately for income and 
deficit categories. An initial operation consists in estimating 

“As already remarked, all attempt to allow for a non-linear course of 
debt during the year 1932 was abandoned. 

“Actually, as already observed, the tabulated figure for interest paid 
may miss certain such payments; but we are forced to ignore this 
deficiency. 
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notes payable by applying a percentage to notes and accounts 
payable, it being assumed that accounts payable do not bear 
interest.*'^ No entirely satisfactory evaluation of this percent¬ 
age exists. Statistics of Income has not tabulated notes and 
accounts separately since 1927, and any survey of the current 
situation resting upon selected corporations — few of which 
separate the two items in their published accounts — would be 
unsatisfactory from a sampling point of view. After examina¬ 
tion of the data, decision was reached to use the percentages 
as calculated from Statistics of Income tabulations of 1926 and 
1927. The somewhat similar tabulations for 1924 and 1925 
were not used because they did not separate income and deficit 
corporations. Thus the percentage chosen was the ratio of 
notes payable for 1926 plus notes payable for 1927 to the sum 
of notes and accounts payable for the two years (for the manu¬ 
facturing division), computed separately for income and deficit 
categories. These ratios were 50 per cent for the income 
category, and 60 per cent for the deficit category. Manifestly, 
carrying these identical ratios over to a situation more than 
five years later (nine years for the 1936 computations) in¬ 
volves a very dubious assumption as to stability of the borrow¬ 
ing practices of industry. That the level of the ratios, and the 
disparity between the income and deficit ratios, should be the 
same in 1932 as in 1926-27 is certainly open to grave doubts, 
especially when we consider the intervening changes in bank¬ 
ing policies and methods as well as in industrial purchasing 
methods. I have nevertheless decided to accept these ratios 
for the purpose in hand, and recognize that this may introduce 
one of the major errors in the estimate. 

The remaining assumption in this set of operations concerns 
the interest rate on short-term debt. For this I have taken the 
average rate charged by member banks outside New York City 

“ The actual “interest cost” to the debtor, resulting from failure to enjoy 
discounts on certain accounts payable, is ignored. 
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on loans to customers.*® No account is taken of the possibility 
— indeed probability — that the average rate may be different 
for the two categories of corporations, or of the fact that corpo¬ 
rations may borrow at different rates from banking and non¬ 
banking lenders. The actual computations then follow readily, 
as outlined in Table liv. 

The resulting estimates of the rate on long-term debt — 
6.82 per cent for income corporations in manufacturing, and 
6.66 for deficit corporations — are surprising chiefly because 
the first exceeds the second, and even this may be explained 
on the assumption that defaults held down interest payments in 
the deficit category. The general level of the two rates does 
not appear seriously out of line with what might have been 
expected, though the truth is that we have no valid basis for 
forming any expectation. Similar pairs of rates were worked 
out for each year 1931-36, for trade as well as manufacturing, 
and appear in Table lv.’® In general the rates for long-term 
debt in manufacturing are not surprising. Differences between 
the two categories are narrow in nearly all years; and the 
general level of the rates, with the steady decline in later years 
probably reflecting in part refunding at lower rates and other 
readjustments, does not seem improbable. The rather high in¬ 
come-category rate for 1931 is not readily explained, and may 
result from a joint impact of some of the errors discussed above. 
For trade, except in 1931, the rates seem lower than should 
be expected; and I see no ready explanation, except that the 
errors in the method may fall with greater force in this division 

“Monthly figures are simple averages of the two outside-New York 
series — northern and eastern cities, southern and western cities — pub¬ 
lished in the Annual Report of the Federal Reserve Board, 1937, p. loi. 
The annual average figure was secured by weighting the monthly figures by 
the member-bank data for “all other” loans, outside New York. 

“In order to carry out the calculations for 1931, certain special adapta¬ 
tions of data for the preceding year (1930) were necessary; because such 
data were in a different form. These special steps are not described herein. 
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than in manufacturing. Certainly, no important reason exists 
for believing that trade corporations ordinarily borrow on long 
term at definitely lower rates than manufacturing corporations. 
I conclude that all these estimates of long-term rates may be 

TABLE LIV 

Estimate of Average Rate of Interest Paid on Long-term Debt 
Outstanding in 1932, for Each Category of the 
Manufacturing Division * 



Income corps. 

Deficit corps. 

a. Estimated average short-term debt, 1932_ 

. 1,316,780 

4.373.632 

b. Per cent taken as notes . 

SO. 

60. 

c. Estimated interest-bearing portion of debt .. 

658,390 

2.624,179 

d. Average assumed rate of interest (%) . 

S.34 

5*34 

e. Estimated short-term interest paid . 

35,158 

140,131 

/. Total interest paid . 

106,586 

428,408 

g. Residue, estimated as paid on long-term debt . 

71,428 

288,277 

h. Estimated average long-term debt, 1932. 

1,046,884 

4,329,024 

L Estimated rate on long-term debt (%) . 

. 6.82 

6.66 


* Row a is from Table LIII; b is explained in text, page 296; c is a multiplied 
hy b; d \s explained in text, page 296; e is c multiplied by d\ j is transcribed 
from the source; g is / minus e; A is from a table similar to Table Lm, but for 
long-term debt; i is g divided by h. 

All money figures are in thousands of dollars. 

substantially in error; and I urge that they are here presented, 
not as results significant in themselves, but as intermediate 
steps in an estimating process which includes a later allowance 
at least in part for such errors. 

Estimate of debt by size classes. For each size class in the 
manufacturing division in 1932, separately for the income and 
deficit categories, steps parallel to those outlined above (pages 
290-295) were followed in estimating the year’s average of 
short-term and of long-term debt. The only major alteration 
in procedure was in the determination of the adjustment factor 
used in getting beginning-year capital assets from the corre¬ 
sponding end-year figure. This factor could not be worked out 
independently for each size class, because shifts in corporations 
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from size class to size class are numerous in passing from one 
year to another. Hence, year-end figures for 1931 are not com¬ 
parable with similar figures for 1932, for any one size class. 

TABLE LV 

Estimated Rates on Long-term Debt, for Each Category, 
Manufacturing and Trade Divisions* 

Manufacturing Trade 

Income Deficit Income Deficit 


1931 . 8.24 6.22 980 6.61 

1932 . 6.82 6.66 3.14 4.15 

1933 . S.95 S -79 4-02 4.28 

1934 . 4-79 5-09 391 342 

1935 . 4.90 4.22 2.88 2.09 

1936 . 4-37 4-04 3-21 2-S4 


* Stated in per cent. 


Hence, the adjustment factor used for each size class was 
identical with that used for the entire manufacturing division. 
This of course may introduce significant errors, for the vari¬ 
ous elements tending to change the net capital assets may 
operate with different force in different size classes. With this 
reservation, the estimates of debt, on the basis of an average 
for the year, were worked out along lines traced for the entire 
division. The calculations for short-term debt for one size class 
in manufacturing in 1932 appear in Table lvi. The final step 
shown is the application of the same percentages (50 for in¬ 
come corporations, 60 for deficit) to notes and accounts in 
order to estimate notes. Here again an additional error may 
enter: however nearly correct those percentages may be for 
the entire division, they may be in error for a particular size 
class. Corporations in one size class may tend to have a larger 
share of short-term debt in the form of notes than those in 
another size class; but we have no basis for making an allow¬ 
ance on this account, and must allow the error to slip in. 

These computations were followed through for the other size 
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classes. Similar operations — except the final step — were car¬ 
ried out for long-term debt. Corresponding computations were 
made for manufacturing in 1936, and for trade in 1932 and 
1936. Thus, for each of the four test cases — manufacturing 


TABLE LVI 


Estimate of Short-term Debt for the 2 5 o-thousand-dollar Class 
OF the Manufacturing Division in 1932 * 


calculation of ratios for end of 1931 


Notes and accounts Ratios 

Category Net capital assets payable (%) 


Income . 338,923 ii3>934 33-6i 

Deficit . 696,869 338>I46 48.52 

Both . 1,03sf792 452,080 43.65 


ESTIMATE OF SHORT-TERM DEBT 

Income corps I^eficit corps. 


a. Adjusted ratio (%) . 38.63 46.08 

b. Estimated net capital assets, beginning 1932 - 225,020 829,380 

c. Estimated short-term debt, beginning 1932 . 86,925 382,178 

d. Short-term debt, end of 1932 . 63,826 301,502 

e. Estimated average, for 1932 . 75 >3 76 341,840 

/. Per cent assumed as Notes. 50. 60. 

g. Estimated Notes, average for 1932 . 37,688 205,104 


♦ Notes describing operations are like those of Table liii, except that esti¬ 
mated net capital assets is somewhat differently calculated in this case (see text, 
page 298). 

All money figures are in thousands of dollars. 

in 1932 and in 1936, and trade in the same years — final esti¬ 
mates of average-for-the-year debt, separately for short-term 
interest-bearing debt and long-term debt, were worked out for 
every size class. Such a set of figures — for the income cate¬ 
gory— appears in certain items of Column i of Table lvii. 

Allocation of interest by size classes. We are now in a posi¬ 
tion to estimate the interest charges for each size class of the 
manufacturing division in 1932, separately for income and 
deficit categories. For this purpose, we have the estimated 
short-term and long-term debt figures just found, and the in- 












TABLE LVII 

Estimate of Interest Paid, by Size Classes, for Income Category of 
Manufacturing Division in 1932 ♦ 


Class t 


Debt 

(I) 

Preliminary 
estimate (2) 

Final esti¬ 
mate (3) 

0 . 


15,574 

832 

-4 


b . 

4,409 

301 



c. 

19,983 

1,133 

1,129 

SO . 


18,266 

975 

-5 


b . 

7,966 

543 



c. 

26,232 

1,518 

1,513 

100 . 


36,243 

1,935 

— II 


b . 

19,685 

1,343 



c. 

55,928 

3,278 

3,267 

250 . 


37,688 

2,013 

—12 


b . 

26,186 

1,786 



c. 

63,874 

3,799 

3,787 

500 . 


38,350 

2,048 

-13 


b . 

29,795 

2,032 



c. 

68,14s 

4,080 

4,067 

1,000 . 


78,525 

4,193 

-33 


b . 

88,335 

6,024 



c. 

166,860 

10,217 

10,184 

5,000 . 

. a. 

32,217 

1,720 

— 21 


b . 

68,810 

4,693 



c. 

101,027 

6,413 

6,392 

10,000 . 


94,496 

5,046 

-52 


b . 

164,060 

11,189 

... 


c. 

258,556 

16,235 

16,183 

50,000 . 

. a. 

300,709 

16,058 

-193 


b . 

648,078 

44,199 



c. 

948,787 

60,257 

60,064 


♦ All money figures are in thousands of dollars. 

t Lower limit of size class, in thousands of dollars. 

For column i, a is Notes payable, estimated as in row g of Table lvi; 6 is 
Bonds and mortgages, estimated by a similar process (down to row e of 
Table lvi) ; c is o plus 6. 

For column 2, a is 5.34 per cent of a of column i; 6 is 6.82 per cent of b of 
column I; c is a plus b. 

For column 3, a is the adjustment — obtained by adding items c of col¬ 
umn 2, to get 106,930, comparing this with “true” interest of 106,586 transcribed 
from source, and distributing error proportionately among classes; c is c of 
column 2 plus a of column 3. 
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terest rates developed in the previous section. These rates 
are applied uniformly to all size classes, despite the consider¬ 
able probability that the actual rates vary from class to class 
— here another unavoidable error enters. Application of the 
rates to the debt figures yields a preliminary set of estimates 
for interest paid, as shown in Column 2 of Table lvii. The 
aggregate of these estimates should check with the figure for 
interest paid given for the entire division (income category 
alone) in Statistics of Income. The discrepancy, which turns 
out remarkably small, is distributed proportionately among the 
several size classes. We then have, in Column 3, the desired 
final estimates of interest paid by each size class, in the income 
category. 

Similar calculations were worked out for the deficit category 
of manufacturing in 1932, for manufacturing in 1936, and for 
trade in both years. In all cases, the discrepancy to be dis¬ 
tributed among the size classes proved small — running always 
under i per cent for manufacturing and between i and 4 per 
cent for trade. This does not necessarily imply that the alloca¬ 
tions of interest among the size classes are correct or nearly 
so, although the failure of large discrepancies to appear is some 
indication that the various errors noted along the way in our 
long and intricate analysis have not cumulated heavily in one 
direction. It is still entirely possible, however, that our alloca¬ 
tion of interest among size classes is seriously in error — that 
the interest apportioned to certain classes is much too high and 
offsets much-too-low allocations to other classes. I know of 
no satisfactory means of checking this possibility, and feel 
forced to leave the question open with a final warning that 
such errors may vitiate the tentative findings of the next section. 

THE RESULTS AND THEIR IMPORT 

With the final estimates of interest paid, by size classes, and 
the previous estimates of debt and also the figures developed 
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earlier in the book for profits (after taxes) and equity, we can 
proceed to the final test of the importance of interest in the 
rate-of-return analysis. This test can be worked out for every 
division and group for each of the years 1931-36, but is pre¬ 
sented here (Table lviii) only for the manufacturing and trade 
divisions in 1932 and 1936. For each of these four cases, and 
separately for the income and deficit categories and for the two 
categories combined, the table gives by size classes three rates: 
(i) ratio of interest paid to total interest-bearing debt, (2) 
rate of return on equity (previously developed in Chapter IV 
or XV), and (3) combined rate of return on debt plus equity. 

Comparison between (2) and (3), for the two categories 
combined, is of chief interest for our purpose. Broadly speak¬ 
ing, the combined rate of return on borrowed plus owned capital 
runs higher than the rate of return on equity. But the striking 
fact appears that, while the increase of the combined rate with 
size is somewhat less rapid than that of the return on equity, 
the relationship between rate and size emphatically persists. 
Even for the combined rate of return on debt plus equity, an 
increase of rate with increasing size is unmistakably present. 
This appears for both divisions in both years. Conceivably, if 
we had tested these divisions in other years, or other divisions 
or certain groups in these or other years, different findings 
might have appeared; but I regard such an outcome as highly 
improbable except in so few cases as to be regarded as non¬ 
typical. Conceivably also, the numerous possible errors noticed 
at various stages of our analysis may have caused the observed 
findings, but this also I regard as highly improbable. I remain 
of opinion that the evidence of Table lviii is valid: the rela¬ 
tionship between rate of return and size can not be accounted 
for by differences among size classes as to debt and interest 
burden. 
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TABLE LVIII 

Rates on Interest-bearing Debt, Equity, and Both, for Manufac¬ 
turing AND FOR Trade, in 1932 and 1936 * 


Class t 

Rate on debt 

1932 1936 

Rate on equity 
1932 1936 

Rate on both combined 
1932 1936 

0 ... 

5-58 

Manufacturing 
3.98 -30.07 

—6.90 

-19.16 

-2.95 


5.65 

4.07 

9.43 

13-68 

8.67 

11.29 


5 57 

394 

-37‘79 

—2Q.go 

-23.77 

-14.48 

50 .. 

5-70 

4.01 

-14*95 

3.07 

-9.77 

3.32 


5.77 

4.09 

7.21 

12.10 

6-95 

10.46 


5^68 

395 

—20.46 

— 14.11 

-1345 

-7-59 

100 ... . 

576 

4.04 

—10.84 

5-90 

-7.24 

5.48 


5.84 

4.11 

7.12 

12.44 

6.93 

10.92 


5-74 

3-95 

-15S5 

-10.57 

— 10.78 

-5-94 

250 . .. . 

5-83 

4-05 

—8.41 

7-32 

-5.79 

6.67 


5-93 

4.12 

6.83 

12-37 

6.72 

11.06 


5.81 

396 

-13.44 

-8.79 

-9.58 

-4.96 

500 . 

5-87 

4.07 

-6,61 

8.18 

— 4.62 

7.41 


5.96 

4.14 

6.99 

12.40 

6.88 

II. 17 


5^85 

396 

— 11.32 

-8.79 

-8.30 

-4.90 

1,000 .... 

6.03 

4.09 

-5.48 

8.80 

-3.80 

8.09 


6.10 

4-15 

6.7s 

11.83 

6.69 

10.89 


6.01 

397 

-948 

— 6.71 

-6.g6 

—381 

5,000 . 

6.21 

4.15 

-3.97 

9.26 

-2.39 

8.41 


6.33 

4.21 

7-39 

11.52 

7.28 

10.74 


6,18 

398 

-8.61 

-4.56 

-599 

—2.10 

10,000 

6.24 

4.17 

— 4.00 

8.63 

-2.47 

7.91 


6.26 

4.23 

6.II 

10.02 

6.12 

9.20 


6 js3 

3-98 

-7.87 

-4-57 

-5-51 

— 2J02 

50,000 . . . 

6.29 

4.17 

-.23 

7.77 

.80 

7.18 


6.33 

4.24 

5.33 

8.46 

546 

7.91 


6^8 

J.P 7 

—2.g2 

— 1.60 

-1-33 

^7 
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TABLE LVIII {Continued) 


Class t 

Rate on debt 

1932 1936 

Kate on equity Rate on both combined 

1932 1936 1932 1936 



Trade 




0 

5-30 

3-90 

— 26.02 

-3-71 

-16.37 

— 1.09 


S-ii 

3.97 

7.06 

10 54 

6.66 

8.8s 


5-32 

3M 

-33.^5 

-23.30 

-20.58 

-11.51 

50 

515 

3-79 

-13-31 

3.61 

-848 

3.66 


4.84 

3-93 

S.19 

9.71 

S.13 

8.36 


5.20 

3-6 s 

-17.77 

— 10 22 

-11-43 

—4.81 

100 

509 

3*70 

—10.62 

5.24 

-6.68 

4.90 


4.81 

3.82 

S-27 

9.96 

5.18 

8.9s 


5^3 

3S7 

-14.72 

-9’iS 

-9-44 

-4-55 

250 

5-04 

3-77 

-8.15 

6.74 

-5-17 

6.02 


4.80 

3.90 

6.21 

9.96 

5*98 

8.70 


509 

3-S2 

— 12.26 

— 7.26 

—8.09 

-3-28 

500 

A99 

3.79 

-6.45 

7.08 

-3.98 

6.24 


00 

3-90 

6.49 

lO.II 

6.20 

8.78 


SOS 

J-55 

— 10.56 

-8.68 

— 7.00 

-3-76 

1,000 

4.88 

3.78 

-5.09 

8.35 

-3.06 

7.13 


4-59 

3.88 

6.02 

10.37 

5.79 

8.81 


4.96 

3A7 

-9-63 

— 7.60 

-6.03 

—2.82 

S1000 

4.81 

bo 

H 

—2.09 

10.56 

-.78 

8.80 


4.50 

3.91 

6.44 

13 87 

6.13 

11.45 


4’93 

349 

-7’44 

-4’S7 

-4.90 

— 1.92 

10,000 

4.59 

3.78 

-1.25 

9.27 

-.19 

7.79 


4.28 

3.80 

8.02 

II. 14 

7.06 

9.16 


47S 

3S3 

-5S4 

—8.14 

-3.23 

-4.98 

50,000 

4.80 

3-92 

2-59 

11.29 

3-22 

9.72 


4.68 

3.92 

8.06 

11.29 

750 

9.72 


4.84 


-S14 


— 1.10 



♦ Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. Classes over 50 million dollars, combined in 1936. 
t Lower limit, in thousands of dollars. 



XXIV 


VARIOUS INCOME-ACCOUNT ITEMS 

The two preceding chapters have discussed possible effects 
upon the calculated rates of return of inventory fluctuations 
and interest payments. The present chapter gives similar at¬ 
tention to compensation of officers and to capital gains and 
losses, and comments briefly upon certain other items of the 
income account. 


compensation of officers 

Various writers have suggested that a portion of profits, in 
the true economic sense, does not appear in the residual item 
called profits in the income account but is distributed in the 
form of executive salaries. The known facts concerning bonus 
and other incentive contracts — by which executives of certain 
large companies, and perhaps of smaller and less prominent 
companies, receive part of their compensation according to a 
formula related to net earnings — suggest this inference. Like¬ 
wise, it is known that the officers are frequently the principal 
owners of small closely-held companies; and present tax laws, 
with corporation rates running sharply above individual 
rates in lower brackets, offer an incentive to such officer- 
owners to take their business profits in the form of salaries 
rather than dividends.^ Both of these considerations sup- 

^I ignore here the efforts, at best only moderately effective, of the 
Bureau of Internal Revenue to resist unreasonable use of this device for 
tax avoidance. Going behind the facts of corporate salary payments, to 
ascertain motives, is a difficult and often a futile task; and, with the best 
tax administration, large opportunity for discretion in the allocation of 
earnings between salaries and “profits” would remain. I ignore also the 
possibility that officer-owners have an incentive to take an advantage of 
minority owners. 
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port the view that some portion of executive salaries, in a 
group of corporations, represents profits in the strict economic 
sense. 

That all of executive salaries of a particular corporation 
should, except in very rare cases, be reckoned as profits is very 
doubtful. In small companies, officers frequently perform some 
of the ordinary labor of the enterprise, labor which in truth 
contains no element of management, labor which might as well 
be done by hired hands probably having no administrative 
ability and certainly having none of the qualities which the 
economist ascribes to the entrepreneur. This is not to deny 
that the officer-owner of a small enterprise does devote some 
of his time and energy to managerial tasks and even to entre¬ 
preneurial activities. But the bulk of his work, particularly in 
the very small company, is typically identical with ordinary 
labor; and his business is often, more than anything else, a 
means of earning a wage. Even in large companies, though per¬ 
haps not always in the giant companies, the officers typically 
give part of their time and energy to managerial tasks for which 
trained employees could serve as well, and only a portion to 
those entrepreneurial tasks with which the economist some¬ 
times associates the concept of profits. To call the compensa¬ 
tion of an officer, so long as it is merely pay for performing 
managerial tasks, a distribution of profits implies an even 
greater confusion of the concept and theory of profits than 
the growth of corporate industry has unavoidably created. It 
must be admitted, however, that an officer who is a mere 
manager may get into such a strategic position in a company 
that his bargaining power secures for him compensation above 
the level appropriate for the duties he performs. But it is diffi¬ 
cult to visualize his having a notable strategic advantage unless 
he does in fact bear or stand ready to bear responsibilities 
which are truly entrepreneurial. The fact is that we have as 
yet made but a beginning in the study of executive compensa- 
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tion, the methods of its determination, and its implications for 
economic theory and business practice.* 

Our immediate purpose is to inquire whether executive com¬ 
pensation, if it is regarded as entirely or in substantial part a 
distribution of profits, can explain any of our findings with 
respect to rate of return, particularly the finding that rate of 
return increases with size of corporation. The suggested 
method of testing this question is obvious: executive compen¬ 
sation is one of the charges which has been deducted from 
gross income to arrive at the residual figure for profits, there¬ 
fore executive compensation — or such fraction of it as we may 
determine — should be added to profits to yield a reconstructed 
figure more inclusive of profits in the economic sense. This 
test can not be carried out for the Treasury tabulations except 
for the entire divisions and groups, and for the size classes of 
all divisions combined. Data on executive compensation are 
tabulated in Statistics of Income only with these two break¬ 
downs; and I have seen no way of estimating corresponding 
figures for the size classes of specific divisions and groups, 
along the lines used in estimating taxes (Chapter XXVI). 
Moreover, compensation of officers, as reported on tax returns, 
may not cover all of the officers — particularly in large com¬ 
panies — about whom the issues of the present chapter arise. 
For large companies, salaries of various important executives 
may be buried in entries in the tax return under “salaries and 
wages” in “cost of goods sold” or in “other deductions,” and 
thus fail to be covered in the specific item tabulated. No basis 
exists for a quantitative appraisal of this concealed executive 
compensation, but it almost surely increases in magnitude with 
increase in corporate size.* 

’See John C. Baker, Executive Salaries and Bonus Plans. New York: 
McGraw Hill, 1938. 

• A further point is that such compensation is not tabulated for insurance 
companies filing Form 1120L, and most of these are large. 



TABLE LIX 


Compensation of Officees as Percentage of E^quity, All Divisions 

Combined * 


Class t 

I93« 

1932 

1933 

1934 

1935 

1936 

0 . . . 

24.20 

21.98 

23.73 

29.51 

32.75 

38.02 


21.go 

19.82 

2440 

27.87 

31.25 

33.63 


25-7S 

22.54 

23-43 

30.78 

34-05 

43-98 

50 

12.28 

9.91 

8.18 

11.69 

12.53 

15.59 


12.70 

10.92 

13 16 

14.65 

15.93 

17.48 


ii.gS 

9.61 

6.18 

9 17 

923 

11.41 

100 

7.06 

6.21 

6.21 

6.82 

7.64 

945 


6.89 

7.28 

8.24 

8.80 

9.62 

11.20 


7.20 

5.88 

4-99 

5-04 

5-32 

6.10 

2^0 

4.95 

3.97 

3.99 

4.20 

4.63 

5.56 


S.S8 

4.76 

542 

S-36 

5.86 

6.53 


4-52 

369 

309 

3-09 

3-iJ 

3-36 

500 

3-24 

2.67 

2.62 

2.74 

3.10 

3.88 


3-71 

3-22 

3 SI 

3.48 

3-92 

4.33 


2.94 

2.47 

2.03 

2.02 

2 06 

2.15 

1.000 

1.74 

1.46 

1.43 

140 

1.53 

1.85 


2.01 

I.S9 

1.78 

1.66 

1.87 

2.07 


1-57 

1.41 

1.22 

1.14 

1 II 

1.19 

5»ooo 

1.03 

.85 

.84 

.74 

.80 

.96 


i.iS 

.88 

.97 

.83 

.96 

1.03 



■83 

-74 

-65 

.60 

.70 

10,000 

•72 

.59 

.56 

45 

.48 

.56 


.77 

•55 

•55 

47 

.52 

.58 


.67 

.61 

.56 

-43 

■42 

■49 

50,000 

•23 

.20 

.18 

.16 

.17 

.35 


.25 

.17 

.i 6 

.14 

•14 

.37 


.22 

.22 

.20 

.17 

.20 

.24 

100,000 . 

Entire list com¬ 






.15 

.16 

bined 

1.75 

1.50 

1.49 

1.47 

1.62 

1.94 


1.83 

1.28 

1.58 

1.62 

1.80 

1.80 


1.70 

1,60 

1.42 


1.42 

2.48 


♦Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 

t Lower limit, in thousands of dollars. 
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Taking the data on compensation of officers as they stand in 
the Statistics of Income classification of all industrial divisions 
combined by size classes, the ratio of such compensation to 
equity — the denominator of our rate of return — can be cal¬ 
culated. These ratios are shown in Table lix, and are in a 
form for direct comparison with the corresponding rates of 
return. But first certain characteristics of the size distribution 
of these ratios, separately by income and deficit categories 
and for the two categories combined, are worthy of notice. For 
every year, for each category and both combined, and without 
a single exception along the size scale, these ratios decline with 
increasing size. Here is a most nearly perfect relationship be¬ 
tween ratio and size. This systematic decline with increasing 
size occurs at a sharp pace; and, except for the income cate¬ 
gory of 1931, the ratio in the lowest size class is more than 100 
times that in the highest class. Without doubt this reflects in 
part the point noted above: not all officers of large companies 
are actually covered in the tabulated item. It also reflects the 
fact that even a very small company generally has several 
“officers” because of legal requirements upon corporations, even 
though some or perhaps all of these officers are in effect merely 
working for wages most of the time. 

For the very lowest size class, the ratio of the deficit category 
is distinctly above that of the income category in every year 
except 1933. With few exceptions (three of which are strikingly 
in the highest class), the reverse holds for all other size classes. 
The situation in this respect for the lowest size class may 
reflect chiefly the effect of net profits and losses on the average 
equity as calculated in this book (see below. Chapter XXVIII). 
If the level of compensation of officers is customarily deter¬ 
mined by reference to some inclusive measure of the size of the 
enterprise, as an index of executive responsibility, such a figure 
as total assets might be a more appropriate base for the ratios 
than a residual figure like equity. Such a change in computing 
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the ratio might largely remove the disparity between the cate¬ 
gories for the lowest size class, without appreciably altering 
the corresponding situation shown in the table for other classes. 

Time variations are not of heavy intensity, and may not be 
wholly a reflection of the business cycle. For the combined 
results, ignoring size classes, the low point is in 1934 for the 
deficit category and both combined, but in 1932 for the income 
category. Figures for the size classes, both categories com¬ 
bined, show the low point in 1932 for the lowest size class, 1933 
for three of the next four classes, and 1934 for the four top 
classes. This clearly suggests either that the reduction of sala¬ 
ries, incident to the depression, continued longer in the typical 
large corporation than in the small, or that resumption of salary 
increases occurred sooner after the coming of improvement for 
the typical small corporation than for large. When it is re¬ 
membered that small companies typically remained in the red 
longer than large, this differential in timing of the minimum 
in salaries is emphasized; although one may adopt the simple 
explanation that the early resumption of salaries kept the small 
companies from showing profits until well after the upturn 
of 1933. For nearly all classes the minimum occurred earlier 
for the income than for the deficit category; again, because of 
the mere magnitude of the salaries, a possible explanation is 
that numerous companies remained in the deficit category be¬ 
cause of persistent heavy deductions for salary payments. The 
only year of striking advance in all the figures is 1936, and we 
may suspect that the undistributed-profits tax “forced” a dis¬ 
tribution of corporate earnings to officers quite as effectively 
as to stockholders. 

One qualification should be in view when examining time 
variations in these data, particularly if an attempt is made to 
draw inferences from these percentages concerning the amount 
of executive compensation. The denominator of these ratios is 
equity, and the reduction of equity because of net losses, or 
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dividend distribution in excess of earnings, or downward re¬ 
valuations in assets, may have been large in certain years (see 
below, page 383). Consequently, the denominator runs at 
lower levels in later than in earlier portions of the six-year 
period; and this differential is likely to be greater for the deficit 
than for the income category. This bears upon comparison of 
1936 with 1931: actual salary payments by typical corpora¬ 
tions may have run lower in 1936 than in 1931, although the 
computed ratios suggest the contrary. 

COMPENSATION AND RATES OF RETURN 

The sharp decline, with increasing size of corporation, of all 
the ratios of executive compensation to equity indicates at once 
that, if we make the flat assumption that such compensation 
should be counted in full as a distribution of profits, our previ¬ 
ous findings as to the relation between rate of return (profits) 
and size will be almost completely destroyed. Thus, Table lx 
shows the result of a direct combination of executive compensa¬ 
tion with profit (or loss) after taxes: the ratios of Table lix 
have merely been added to those of Table ii. The evidence of 
a decline of rate (without regard to sign) with size persists if 
the categories are considered separately. For the income cate¬ 
gory, the indicated decline is definitely more pronounced and 
regular than that indicated in Chart m; and this would be ex¬ 
pected from the results shown in Table lix. For the deficit 
category, rate of return still rises (becomes a smaller negative 
number) as size increases in most years and most parts of the 
size scale; but striking irregularities appear, especially in the 
lowest size class for 1935 and 1936, in the second size class for 
1933, and in the shape of movement for 1934. When we turn 
to the rates for both categories combined, only 1932 is found 
to have the type of movement noted in Chapter II; and even 
here the rise of rate with size is greatly reduced from that of 
Chart I. In all the other years the general course of the rate is 



TABLE LX 


Composite Rate of Return, Counting Full Compensation of Officers 
AS Profits, All Divisions Combined * 


Class t 

1931 

1932 

1933 

1934 

1935 

1936 

0 . 

4.89 

— 6.11 

4.79 

15.47 

21.98 

31-13 


33.88 

28.70 

33 21 

38.56 

42.73 

46.53 




-8.15 

— 2.48 

4.07 

10.20 

50 

3*70 

—3 -o6 

3.81 

8.86 

11.29 

17.21 


20.74 

17.29 

20.26 

23.45 

2SSI 

28.29 


— 8.61 

—g.i2 

-2.68 

- 3’58 

-2 46 

- 1-45 

100 

1.32 

- 3-15 

1.96 

560 

8.31 

1324 


12.74 

13.40 

15.13 

17.37 

18.98 

22.31 


-8,57 

-8.43 

- 5’97 

-4.99 

— 4 18 

-4.07 

250 

•47 

— 306 

1.00 

3.98 

6.44 

10.08 


12.49 

10.86 

12.69 

13 77 

15.18 

16.85 


-7.81 

—8.00 

—6.30 

- 5’28 

- 4 - 3 S 

- 5 ’1 3 

500 

-•50 

-3.41 

.55 

2.98 

5.17 

8.64 


10.35 

9.21 

10.74 

II.71 

13.21 

14.38 


- 7-35 

—8.02 

—6.10 

-5.51 

- 4’93 

-6.61 

1,000 

-I.17 

-3.13 

“•43 

2.37 

4.40 

7-09 


8.53 

7.19 

8.60 

9.20 

10.75 

11.50 


-6.82 

-6.83 

—6.00 

-4.22 

- 3’54 

- 5’83 

5,000 

-.71 

-3.03 

-.82 

1.95 

3.70 

6.44 


8 22 

6.79 

7.53 

8.21 

9.07 

9.81 


-6.28 

-7.42 

-6.6s 

- 4’35 

—2.87 


10,000 

.26 

—2.00 

-.17 

2.95 

4.77 

6.22 


7.75 

6.46 

7.32 

7.42 

9.02 

8.98 


- 5’35 

- 5’9 3 

—6.0s 

— 2 03 

-1.17 

- 5’83 

50,000 

2.36 

.50 

1.06 

3-19 

450 

6-34 


7.28 

5.51 

4.81 

5.90 

7-05 

8.55 


— 1.28 

- 2 .J 5 

-r 75 

■25 

1.74 

- 4 ’ 3 i 

100,000 






4.77 

6.12 

— t. 2 I 

Entire list com- 

bined 

1.15 

— 1.26 

.68 

3.19 

5-04 

6.77 


8.86 

6.84 

7 - 3 S 

8.37 

9-74 

9.61 


-4^4 

- 4’97 

— 4.06 

— 1.80 

-.48 

-351 


♦Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 

t Lower limit, in thousands of dollars. 
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downward with increasing size, with some evidence of upturn at 
or near the top of the size scale. The entire display emphatically 
contradicts the finding of Chapter II. 

Data of this sort are not available for the size classes of 
separate divisions and groups; but little doubt can exist that 
corresponding revisions of the rates would be found, with only 
moderate irregularities and non-uniformities among the divi¬ 
sions and groups. In most, if not all cases, we should find the 
relation between rate of return and size as observed in Chap¬ 
ters IV to XVIII greatly altered and perhaps inverted. Re¬ 
garding all executive compensation as profits therefore takes 
away the force of our main inference from the analysis reported 
in this book. 

I hold, of course, that not all of executive compensation 
should be regarded as profits. This seems a sound position to 
take even in considering large companies, but especially so 
with reference to small companies. In large companies, as al¬ 
ready remarked, most executives do some work of the routine 
managerial sort, compensation for which is a fair cost against 
the gross income of the company and should not be considered 
as a distribution of profit. In small companies, the typical 
officer does a much larger share of work of this sort; and in 
very small companies his work is likely to be almost entirely 
in the form of ordinary labor. That more than a very slight 
fraction of the salary of such an officer should be considered 
as anything but one of the wage costs of the business seems to 
me a view bordering upon absurdity. The average total com¬ 
pensation of officers per company, in the lowest size class, was 
less than $3000 in 1935; and this salary total covers generally 
more than one officer, as the number of officers reported on the 
tax return is likely to run at least as high as three or four. 
But suppose that each company had only two officers, and that 
half of $3000 was the salary of each. Can we suppose that 
any considerable fraction of this $1500 is anything but a wage 
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for doing the ordinary tasks of the business? To imagine that 
it is made up of profits in any considerable degree is to visualize 
the officer in his capacity as workman exploiting himself in his 
capacity as owner.* 

An experimental computation, which treats half of executive 
compensation as concealed profits, may be informing; and a 
similar record of results on this basis appears in Table lxi. 
Here, until 1935-36, the advance of rate with increasing size 
persists, for both categories combined. The income category 
again shows a steady decrease of rate with size in all years, 
and the deficit category shows a steady advance of rate (de¬ 
cline of negative rate) with size in all years. With some reserva¬ 
tions, then, this set of results bears out qualitatively the central 
finding of previous chapters; though quantitatively the change 
of rate with size is much smaller, for the combined categories, 
here than in Table ii. This experimental computation is shown, 
not because I regard half of executive compensation as truly 
a concealed profit, but to demonstrate that treating even so 
much as half as profit leaves the main finding of previous chap¬ 
ters essentially sustained. In fact, one half strikes me as too 
large a fraction to regard as profits, far too large for small com¬ 
panies, and probably somewhat large for large companies. I 
rest my case on the conviction that most of the salaries of offi¬ 
cers of small companies must be merely wages, and that a 

* Nevertheless, on grounds of economic theory, the case may be stronger 
than I put it above. Suppose the company with two isoo-dollar officers 
is operating at a “loss.” The economist may hold that the loss results 
from an excess payment of wages to these two men, that the excess ought 
to be counted as an offset against the loss in any study of business compe¬ 
tition. My position is that the company probably could not hire outsiders 
to perform the ordinary labor done by the officers at wages averaging much 
below $1500. The fact seems to me to be as follows: the $1500 is roughly 
a competitive wage, the “loss” shown in the company account is a largely 
truthful showing of the company’s inability to compete successfully. Again 
I remark that some part of the $r5oo may not be wage; but insist that 
most of it is. 



TABLE LXI 


Composite Rate of Return, Counting Half of Compensation of 
Officers as Profits, All Divisions Combined ♦ 


Class t 

1931 

1932 

1933 

1934 

1935 

1936 

0 . 

- 7.21 

— 17.10 

— 7.08 

.71 

5.60 

12.12 


22.93 

18.79 

21.01 

2463 

27.11 

29.71 


—28.07 

— 26.26 

-tg.87 

-17-87 

— 12.96 

-11.79 

SO 

- 2.44 

—8.01 

-.28 

3-02 

5.02 

941 


14.39 

11.83 

13.68 

16.12 

17.5s 

1955 


— 14.60 

-13-92 

- 5-77 

-8.17 

-7-15 

— 7.16 

lOO. 

— 2.21 

-6.26 

-1.15 

2.19 

4.52 

8.52 


9.30 

9.76 

11.01 

12.97 

14.17 

16.71 


— 12.17 

- 11-37 

-847 

-7-51 

-6.84 

-7.12 

250 

— 2.00 

-“ 5.05 

-.99 

1.88 

4.12 

7-30 


5.70 

8.48 

9.98 

11.09 

12.25 

13.59 


— 10.07 

-9S4 

-7 £4 

-6.82 

- 5-93 

-d .^7 

500 . . 

— 2.12 

-474 

-.76 

1.61 

3.62 

6.70 


849 

7.60 

8.99 

9.97 

11.25 

12.22 


-8.82 

— 9 J ^6 

-7.12 

—6.52 

-5-96 

-7j68 

1,000 . 

— 2.04 

-3.86 

-I.I4 

1.67 

3.64 

6.17 


7.53 

6.39 

7.71 

8.37 

9.81 

10.46 


—7.60 

- 7-53 

-6.6t 

- 4-79 

-4.0P 

—6.42 

5,000 

— 1.22 

-3.46 

-1.24 

1.58 

3.30 

5.96 


7.64 

6.3s 

7.04 

7.80 

8.59 

9.29 


-6.76 

-784 

—7.02 

-4.67 

- 3 -t 7 

-5-51 

10,000 

—.10 

— 2.29 

“45 

2.73 

4.53 

5-94 


7-37 

6.18 

7.0s 

7.19 

8.76 

8.69 


-5-69 

— 6.23 

-6.33 

—2.25 

- 1-38 

-6.08 

50,000 ., . 

2^5 

.40 

.97 

3.11 

442 

6.16 


7.16 

543 

4.73 

5.83 

6.98 

8.37 


-139 

—2.26 

- 1^5 

.16 

1.64 

- 4-43 

100,000 . . 






4.69 







6.04 

Entire list corn- 







bined 

.28 

— 2.01 

-.07 

245 

4.23 

5.80 


7.94 

6.20 

6.56 

7 - 5 ^ 

8.84 

8.71 


-5.09 

- 5-77 

- 4-77 

—2.46 

-1.19 

- 4-75 


* Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 

t Lower limit, in thousands of dollars. 
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smaller share of salaries in smaller companies than in large 
should be regarded as profits, and on the undoubted fact that 
executives are less fully covered in the tabulations showing 
compensation of officers for large companies than for small. 

CAPITAL GAINS AND LOSSES 

A somewhat similar analysis was carried through for capi¬ 
tal gains and losses. Here again available data do not reach 
to the size classification for separate divisions and groups, and 
I see no means of estimating them. For the size classification 
of all divisions combined, the difference between tabulated capi¬ 
tal gain and capital loss was calculated and the result was 
divided by equity. The ratios found appear in Table lxii. 
The figures here run generally smaller than those for executive 
compensation, and much less variation with corporate size 
appears. Moreover, these figures are generally negative for 
the deficit category, and positive for the income category. At 
the extreme bottom of the cycle, however, various classes in the 
income category show negative ratios, and positive ratios like¬ 
wise appear in the deficit category in 1936. In general, however, 
the ratios are of the same sign as the corresponding rates of 
return (of Table ii): capital gain (or loss) tends to increase the 
compiled net profit (or loss). 

On several theoretical grounds, capital net gain or loss should 
not be regarded as part of business profits.® If the calculations 
could have been carried out in the analysis for separate divi¬ 
sions and groups, I should have eliminated it throughout the 
calculation of rates of return. Table lxiii presents the results 
of such an elimination for the size classes of all divisions com- 

' I here ignore the view that a capital gain or loss sometimes reflects the 
delayed realization of income or loss — resulting perhaps from faulty 
allowances for depreciation — and is therefore a correction to preceding 
figures for profit (or loss). In any case, this merely raises the question 
whether such a correction of previously reported income is to be regarded 
as current income. 



TABLE LXII 


Capital Net Gain or Loss as Percentage of Equity, All Divisions 

Combined * 


Class t 

1931 

1932 

1933 

1934 

1935 

1936 

o . 

-2.75 

-3.05 

-3.27 

— i.oo 

-.13 

.18 


.64 

.68 

•59 

•59 

1.04 

.90 


-522 

—4 01 

-S -04 

—2.22 

-1.14 

-.81 

50 

-.76 

-1.66 

-•79 

— .21 

.32 

.28 


.37 

.28 

.30 

.21 

.97 

.59 



-2.24 

— 1.22 

-57 

-■30 

— .20 

100 . 

-.85 

-1.17 

-.92 

— .02 

.35 

.48 


.29 

.22 

•30 

.29 

.90 

.77 


-1.S3 

— 1.61 

-1.66 

-.2g 

-.2g 

-07 

250 . 

-.99 

-1.17 

-.93 

-.13 

.43 

•59 


.11 

.05 

.16 

.26 

.86 

■S3 


-1.74 

—1.60 

— 1.62 

-■50 

— .10 

.04 

500 . 

-.96 

— 1.40 

-.93 

-.07 

.39 

.41 


.10 

-.04 

.10 

.23 

.71 

■73 


^1.62 

— i.8g 

— i.6t 

-■37 

— .01 

-.42 

1,000 . 

-1.33 

— 1.42 

-1.47 

-.14 

.27 

•S3 


.00 

— .12 

.01 

.17 

•54 

.74 


—2.J0 

-1,88 

-2.38 

-■43 

-.07 

— .10 

5,000 . 

-1.59 

— 2.01 

-2.14 

-.19 

.26 

.44 


-.18 

-.14 

— .21 

.24 

.54 

.56 


—2.48 

—2.84 

-34S 

— .62 

-.05 

.04 

10,000. 

-1.15 

-1.56 

-1.70 

.02 

•13 

•35 


— .16 

-.40 

-.42 

.06 

•30 

.41 


— i,8g 

’-2.10 

—2.72 

-.03 

— .1/ 

.op 

50,000 . 

-.45 

-•45 

-.34 

.08 

•15 

46 


— .01 

-.14 

— .10 

.04 

•15 

•SO 



— .61 

-•51 

.11 

.14 


100,000 . 






.14 







.16 

Entire list com¬ 







bined . ... 

-.86 

— 1.02 

-.95 

— .02 

.20 

.32 


.00 

-.14 

— .10 

.11 

•36 

41 


-14s 

-1.42 

-1-54 

-.14 

.00 

— .02 


♦ Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 

t Lower limit, in thousands of dollars. 











TABLE LXIII 


Rates of Return, Adjusted for Capital Net Gain or Loss, 
All Divisions Combined * 


Class t 

*931 

1932 

*933 

1934 

19^5 

1936 

0 .... 

—16.56 

-25.04 

-15.67 

-13.04 

—10.64 

-7.07 


11-34 

8.20 

8.22 

10.10 

10 44 

12.00 


-3574 

- 33-52 

-26.54 

-31 04 

— 28.84 

-32.97 

SO 

-7.82 

—11.31 

-3-58 

— 2.62 

-1.56 

1.34 


7.67 

6.09 

6.80 

8.59 

8.61 

10.22 


— 19.01 

-16.49 

-7-64 

— 12.18 

-11.47 

— 12.66 

100 . 

-4.89 

— 8.19 

-4.33 

— 1.20 

.35 

3.31 


SS6 

5.90 

6.59 

8.28 

8.46 

10.34 


- 13-94 

— 12.70 

-930 

-9 74 

— 9.21 

— 10.10 

250 

-349 

-5.86 

— 2.06 

-.09 

1.38 

3.93 


6.80 

6.05 

7.II 

8.1S 

846 

9 49 


-10.59 

— 10.09 

- 7-77 

-7.S7 

- 7-39 

-8.53 

Soo .... 

-2.7S 

-4.68 

-1.14 

.31 

1.68 

4.35 


6.54 

6.03 

7.13 

8.00 

8.58 

9.32 


-8.67 

-8.60 

-6.52 

— 7.16 

-6.98 

-S.34 

1,000 

-1.58 

- 3-17 

-.39 

l.ll 

2.60 

4.71 


6.52 

5.72 

6.81 

7-37 

834 

8.69 


— 6.29 

-636 

-4.84 

- 4-93 

-4-58 

— 6.92 

5,000 . 

-.15 

-1.87 

.48 

1.40 

2.64 

5.04 


7 25 

6.05 

6.77 

7.14 

7-57 

8.22 


-4.76 

-5-41 

-3-91 

-4-38 

-3 39 

-5-90 

10,000. 

.69 

-1.03 

•97 

2.48 

4.16 

5.31 


7.14 

6.31 

7.19 

6.89 

8.20 

7-99 


-4-13 

- 4-44 

-3-S9 

-2.43 

— 1.48 

—6.41 

50,000 . 

2.58 

.75 

1.22 

2.95 

4.18 

5.53 


7.04 

5 48 

4-75 

5.72 

6.76 

7.68 


-73 

-1.76 

-1.44 

--03 

1.40 

-4.78 

100,000 . 






4.48 







5.80 

Entire list com¬ 






- 1-39 

bined . 

.26 

-1.74 

.14 

1.74 

3-22 

4.51 


7.03 

5.70 

5.87 

6.64 

7-58 

7.40 


-4.49 

-5-15 

- 3-94 

-2.99 

— 1.90 

- 5-97 


♦Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 

t Lower limit, in thousands of dollars. 
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bined. In general, the effect is to reduce very moderately the 
amount of change of rate of return with size, as found in Chap¬ 
ter II. But the reduction is so small that the basic finding — 
that rate of return increases with size in all years — is not 
altered. Although capital gains (or losses) presumably have 
somewhat greater importance in some lines of industry than in 
others, little doubt can exist that the elimination of capital 
gain (or loss) from profits for separate divisions and groups 
— if size-class data were available for making such elimina¬ 
tion — would yield consistent findings. Probably in every case 
we should find the amount of change in rate with size somewhat 
reduced, but the fact of an increase of rate with size undis¬ 
turbed. The conclusion seems entirely safe that the main find¬ 
ings of earlier chapters would be altered in no essential way 
if capital gains and losses were excluded from the income 
account. 


DEPRECIATION AND DEPLETION 

Among the other items of the income account which are some¬ 
times regarded as concealing profit (or loss) are rent paid, 
charges for bad debts (if made on a reserve basis), charges for 
depreciation and for depletion. That rent may contain an ele¬ 
ment of profit, particularly if owners of property rented to a 
corporation exercise control over the corporation, is entirely 
possible; but I see no means of making estimates of this factor 
by size classes or indeed for entire divisions or groups, and 
regard it as unlikely to have significant magnitude. That a re¬ 
serve for bad debts in a particular year may run too high or too 
low because of faulty judgment can not be doubted, and this 
fact may distort the reported profit slightly. The influence on 
profits is certainly slight in most types of industry, and prob¬ 
ably does not vary greatly from size class to size class. In any 
case, no means exist for estimating the magnitude of this factor, 
and I ignore it. 



VARIOUS INCOME-ACCOUNT ITEMS 321 

The charge for depreciation is, in most lines of industry, a 
more significant element in the profit reckoning; and possibility 
exists that variations in this element may have a substantial 
bearing upon our results. If we could know that small com¬ 
panies generally depreciate property at faster rates than large, 
we should have to temper somewhat our findings as to the 
amount of change in rate of return with size, although it seems 
scarcely possible that the fact of an increase of rate of return 
with size could be upset or seriously threatened. I doubt, how¬ 
ever, that the suggested differential in speed of depreciation be¬ 
tween small and large companies exists; and no evidence 
appears readily available for testing the question. 

The possibility that depreciation may have an effect upon 
the cyclical movement of rate of return is perhaps more serious. 
If companies followed in any considerable degree the practice 
of adapting depreciation charges to the indicated current level 
of earnings, instead of using a rigid formula, this effect would 
be unmistakably present: variations in depreciation charges 
would tend to reduce the intensity of cyclical fluctuation in 
rate of return, and the record of rate of return would under¬ 
state the cyclical variation in true profits. That some companies 
do follow such practices for corporate accounting purposes is 
entirely possible, and some evidence exists that the practice is 
not uncommon. But the case is different in accounting for tax 
purposes: the tax laws and regulations definitely discourage 
such a practice. It is contrary to the interest of the govern¬ 
ment to permit the charging of higher depreciation in prosper¬ 
ity, and it is probably contrary to the interest of companies — 
even with no loss-carry-over privilege — to reduce charges (as 
reported in tax returns) in depression. The figures for profits 
which we use, therefore, are probably not seriously damaged by 
this factor. One important reservation must be made: the 
numerous and large downward revaluations of physical assets 
during and immediately following the depression were un- 
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doubtedly designed in part to reduce subsequent depreciation 
charges and hence raise indicated profits in corporate accounts. 
Whether these effects were extensively reflected in accounts 
for tax purposes, in view of the Treasury restrictions upon 
depreciation reckoning, is uncertain; but we can assume that 
such effects are by no means fully present in the tabulations 
used in this book. 

The case with respect to depletion is more complicated. 
Not only do tax provisions permit reckoning of depletion, at 
least in some lines of industry, in a manner which renders the 
depletion charge somewhat responsive to the cycle; but the im¬ 
portance of the charge varies greatly from industry to industry, 
and is indeed zero in many lines. If the industries for which 
depletion is important tend to concentrate in certain size classes, 
possibility exists that the amount of the charge may influence 
the indicated correlation between rate of return and size. I 
have seen no way to examine this question quantitatively with¬ 
out much more detailed and pertinent data than any which now 
exist, and must leave the matter open with the remark that 
it is probably of little importance — from the point of view 
of our problem — except in a limited list of industries such as 
mining, lumber, and petroleum. 



XXV 


RATE VARIATIONS WITHIN EACH SIZE CLASS 

The entire analysis thus far has been concerned with aver¬ 
age rates of return: for each size class the rate of return has 
been calculated from aggregate figures for all corporations in 
that class. The single break-down thus far examined is that 
between the income category and the deficit category of each 
size class. Operations of this sort have been carried out for 
each industrial division and all combined, and for each manu¬ 
facturing group. But each such operation yields only an aver¬ 
age rate of return for the class, either as a whole or separately 
by categories, under study. This average is a weighted average: 
it is as though we knew the rate of return for each corpora¬ 
tion in the class, weighted that rate by the equity of that corpo¬ 
ration, added all these weighted rates, and then divided by the 
total equity of the class. The discussion of the results as pre¬ 
sented has contained frequent references to the possibility — in¬ 
deed, the certainty — that the individual rates for some specific 
corporations in a particular class differ widely from the aver¬ 
age rate of the class as a whole. The very fact that the reported 
rate for the income category of a particular class is positive, 
whereas that for the deficit category is negative, emphasizes 
the existence of different rates among the specific corporations 
of the class when the class is considered as a whole (both cate¬ 
gories combined). Thus, the rate for the class as a whole is a 
weighted average of two rates — the positive rate for the income 
category and the (often large) negative rate for the deficit 
category. The observed greater spread between the rates for 
the two categories in low size classes than in high classes — 
as in Chart iv — has been noted as evidence that variation in 
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rate among the specific corporations of a class may tend to be 
greater for low classes than for high. 

Nevertheless, no detailed evidence has thus far been pre¬ 
sented as to the range of variation in rate among the specific 
corporations in a particular size class. Such evidence would 
have an important bearing upon the interpretation of our re¬ 
sults, heretofore presented in the form of mere averages. For 
example, may it not be possible that, despite the large nega¬ 
tive rate — as an average — generally found even in years of 
moderate prosperity for the lowest size class, some corporations 
in that class enjoyed handsome positive rates? And may it not 
be possible that, despite a substantial positive rate — on the 
average — generally found even in years of mild if not severe 
depression for the highest size class, some corporations in that 
class suffered losses at a high rate? Completely satisfactory 
answers to these questions might perhaps require analysis of 
specific figures for each separate corporation, or at least a tabu¬ 
lation of the corporations in a particular size class in sub¬ 
classes according to the level of their rates of return (both 
positive and negative). 

NEW DATA FOR I936 

Until 1936, no such data were available, but Statistics of In¬ 
come for 1Q36, Part 2 (pages 167-183) presents tabulations 
which go very far toward meeting this requirement. We are 
therefore in a position for the first time to give partial but 
broadly definitive answers to the foregoing questions and simi¬ 
lar questions concerning the variability of rate of return among 
corporations in any size class. No attempt is made here to 
exploit in full this rich store of new information, chiefly because 
the forms of statistical distribution among the tabulated items 
are so exceptional that an elaborate and intricate statistical 
analysis will be needed to bring out adequately even the main 
implications of the data. But enough will be done here with 



RATE VARIATIONS IN EACH SIZE CLASS 325 

these new data to show conclusively that variability among the 
rates of return of the specific corporations making up each size 
class is very great, and somewhat less surely whether such 
variability runs definitely higher for small corporations than for 
large. In other words, it will be shown that, whatever be the 
average rate of return for an entire size class, many corpora¬ 
tions within that class have specific rates differing very widely, 
both positively and negatively, from that average. And it will 
be shown, somewhat less surely, that this range of variation 
among the specific rates runs relatively greater for low size 
classes than for high. Thus, the average class rates heretofore 
under examination, though having undoubted significance in 
examining differences among classes, can not be accepted as 
highly typical of the rates realized by specific corporations. 
This has large bearing upon the questions of “mortality” of 
corporations, growth of small corporations into large, cyclical 
stability, and related questions noted in Chapter I. 

The new data include, separately for each size class (meas¬ 
ured, as heretofore, in terms of total assets) and for each divi¬ 
sion and group of industry, a classification of corporations 
according to the amount of net income or loss.^ This body of 
data is illustrated for two size classes of the manufacturing 
division in Table lxiv, and we now proceed to an analysis 
directed to securing tentative answers to the questions posed 
above.* If we here reproduced the data as published for every 

* This is the net income (or loss) as defined for reckoning excess-profits 
tax. It therefore differs from the compiled net profits, heretofore used in 
our analysis, only by the exclusion of the portion of interest on Govern¬ 
ment securities which is not subject to excess-profits tax. Unfortunately, 
it is m>t the figure after deduction of Federal taxes — normal income, etc. 
— and I see no satisfactory means of estimating this deduction. In this 
sense, therefore, the figure differs significantly from the numerator of our 
rate of return. 

* I omit from examination in this book two other, somewhat related, new 
bodies of data appearing for the first time in Statistics of Income for 1936, 
Part 2. These are a classification of each size class (in terms of total 
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TABLE LXIV 

Number op Corporations, in Two Selected Assets-size Classes of 
THE Manufacturing Division in 1936, Having Net Income or 
Loss IN Stated Amounts * 


Amount of 
net income 
or loss t 

Assets between 50 and 100 
thousand dollars 

Income Deficit 

corporations corporations 

Assets between i and 5 
million dollars 

Income Deficit 

corporations corporations 

0 

1,708 

1,802 

18 

41 

I 

1,062 

741 

21 

39 

2 

809 

496 

16 

18 

3 

572 

349 

17 

18 

4 

S04 

294 

12 

25 

S 

1,391 

73 S 

65 

00 

10 

613 

296 

82 

56 

15 

301 

138 

67 

49 

20 

156 

71 

85 

36 

25 

238 

100 

328 

172 

so 

39 

32 

549 

150 

100 

10 

9 

1,120 

124 

250 

... 

... 

670 

38 

500 


... 

246 

10 

1,000 


... 

59 

6 

Total 

7,403 

5,063 

3,355 

860 

Total, class 


12,466 


4.215 


♦ Data from Statistics of Income for 1936, Part 2, p. 168. 
t Lower limit (without regard to sign) of class interval, in thousands of 
dollars. Upper limit of highest class is $5,000,000; no corporations in these lists 
with net income or loss exceeding that limit. 

assets-size class in the manufacturing division, the result would 
take the form designated by statisticians as a correlation table 
— indicating correlation between size of assets and amount 
of net income or loss. This might at once suggest an analysis 
by the special techniques applied by statisticians to correla- 

assets) according to amount of “total compiled receipts” (pages 139-149 
of the source), and a classification of each size class — size here measured 
in total compiled receipts — according to amount of net income or loss 
(pages 150-166). 
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tion problems, and the results of such analysis — properly 
conducted and properly interpreted — would without doubt be 
of high significance. But these results, except in limited as¬ 
pects, would not bear upon the questions we raise. Moreover, 
the distribution of cases (corporations) in these correlation 
tables has such important peculiarities — partly because of in¬ 
herent peculiarities in the variation among the cases, and partly 
because of wide differences in width of the class intervals both 
for assets and for net income or loss — that application of cor¬ 
relation methods is difficult. Such analysis, particularly as it is 
not essential for our immediate purpose, is therefore postponed 
and forms no part of this book. 

VARIABILITY WITHIN ASSETS-CLASSES 

It is at once obvious from Table lxiv that great variation 
exists, among corporations in either assets-class, with respect 
to the amount of net income or loss. Considering only the 
smaller of the two assets-size classes, we find ten corporations 
with more than $100,000 in net income, nine with more than 
$100,000 in net loss; and although the great majority of corpo¬ 
rations have very small net incomes or losses, an important 
number have incomes or losses ranging between $5,000 and 
$100,000. The fact that any corporations with assets not over 
$100,000 can have a net income, or even a net loss, exceed¬ 
ing $100,000 is indeed surprising. But the general fact that 
wide variation exists in the amount of net income or loss, 
among these 12,466 corporations, should not surprise us: com¬ 
mon knowledge should lead us to expect high variability, even 
among the corporations of a single assets-size class. That we 
should have expected so great variability, ignoring cases over 
$100,000 (of income or loss), is less clear. It is a further sur¬ 
prising fact that about two fifths of the manufacturing corpo¬ 
rations in this assets-size class — not the lowest, but next to 
the lowest, size class studied in this book — had net losses in 
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so favorable a year as 1936. On the other hand, only about 
one fifth of the corporations in the larger assets-size class shown 
— not the top class, but well toward the top, among those we 
have been studying — had losses in 1936. These facts together 
tend to confirm a point already noted: the great proving 
ground of corporate success is in the small-company area, there 
the test of profitability applies severely, and there the danger 
of a rapid march toward insolvency is great. 

Data such as those in the two pairs of columns of Table lxiv 
do not lend themselves well to interpretation of their variability 
in precise terms, chiefly because of the varying width of the 
class interval (for net income and loss). Each pair of columns 
is a frequency series, giving number of corporations in each 
class interval, the intervals ranging widely from negative (loss) 
figures to positive (income) figures. A graphic presentation of 
these data, such as ordinarily used in studying frequency series, 
is difficult and not very helpful. It is difficult because the fre¬ 
quency runs very large in the low class intervals, and yet there 
is some frequency far out on the positive and negative ends of 
the size (of net income or loss) scale. The tabular presentation 
can, however, be improved by a simple device which, though 
only approximate, eliminates the visual effects of the varying 
width of the class interval. This device consists in calculating, 
for each class interval, the average number of corporations per 
interval of fixed width. Thus, if there are 238 corporations in 
the $25,000 to $50,000 class interval, the average number of 
corporations in that class per interval $5,000 wide is 238/5 or 
47.6. This amounts to breaking the given interval, which is 
$25,000 wide, into five sub-intervals, each $5,000 wide, and 
allocating one fifth of the 238 corporations to each sub-inter¬ 
val.® After the five lowest class intervals, each only $1,000 
wide, were combined into a single class $5,000 wide, the adjust- 

*This undoubtedly involves some error, for the 238 corporations are 
almost certainly not distributed equally among the sub-intervals 25-30, 
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ment described above was applied to the data of Table lxiv 
to yield Table lxv. 

An approach to statistical regularity now appears, especially 
for the smaller of the two assets-classes. A clear mode (maxi¬ 
mum frequency) appears for the o to $5,000 class of net in- 

TABLE LXV 

Average Number of Corporations per $5,000 Range of Net Income 

OR Loss IN THE VARIOUS NeT InCOME AND LoSS CLASSES OF THE 
Manufacturing Series Shown in Table LXIV * 


Amount of 
net income 
or loss t 

Assets between 50 and 100 
thousand dollars 

Income Deficit 

corporations corporations 

Assets between i and s 
million dollars 

Income Deficit 

corporations corporations 

0 

4 > 6 SS 

3,682 

84 

141 

S 

1,391 

735 

65 

00 

10 

613 

296 

82 

S 6 

IS 

301 

138 

67 

49 

20 

156 

71 

85 

36 

25 

47.6 

20 

65.6 

34-4 

so 

3.9 

3-2 

54-9 

iS-o 

100 

•33 

•30 

37-33 

4.13 

250 


, . . 

13.40 

.76 

500 


. . . 

2.46 

.10 

1,000 

... 

. . . 

.07 

.01 


* Data of lowest five classes therein combined into a single class $s,ooo wide. 
Number of corporations in each net income or loss class (above $25,000) of 
Table lxiv then divided by width of that class in units of $5,000. 
t Lower limit of class interval, in thousands of dollars. 


come, and from that point the frequencies drop off with fair 
regularity and very rapidly in both positive and negative direc¬ 
tions. The larger of the two assets-classes shows less regularity. 
There the mode stands in the o to $s,ooo class of net loss; but, 
although frequencies on the negative side drop off with fair 
regularity, frequencies on the positive side vary irregularly in 


30-35. 35-40, 40-45, and 45-50 (thousand dollars). For present purposes, 
the error can be ignored. 
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the five lowest class intervals and do not begin a systematic 
decline until $25,000 of net income is reached. 

The presentation of Table lxv helps to an understanding of 
the form of variation among the frequencies according to 
amount of net income and loss. This variation, while not 
nearly of the simple form called normal in statistical theory, 
nevertheless possesses enough regularity and a sufficiently clear 
indication of concentration at a mode to warrant study by some 
of the ordinary statistical techniques. Among other inferences 
which may be drawn from this evidence is the conclusion that 
an average for such a series — particularly for that belonging 
to the lower assets-class, but sufficiently for the other — is 
tolerably tjrpical. In other words, these series are not of the 
extremely irregular or non-normal type for which an average 
stands widely isolated from the point where high, if not maxi¬ 
mum, frequency is concentrated. The implications of this find¬ 
ing, for the work of the foregoing chapters, are notable: we may 
now be confident that, in general and probably with the few 
exceptions limited to very high assets-classes in small groups 
or divisions, the average rates of return found for various size 
classes are tolerably good typical numbers — measuring what 
statisticians call central tendencies. 

VARIABILITY IN TERMS OF RATE 

The data of Table lxiv are classified by amount of net in¬ 
come or loss. We are interested, instead, in the rate of return. 
As already indicated, the amount of net income or loss is not 
identical with the numerator of our rate-of-return ratio — it 
excludes the small amount of income from interest on Govern¬ 
ment securities not subject to excess-profits tax and it does not 
exclude Federal taxes. Ignoring these defects, which can not 
be remedied by satisfactory estimates based upon the data as 
published, we shall compute a “rate of return” in which the 
amount of net income or loss is taken as numerator. This rate 
will therefore not be directly comparable with the rates here- 
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tofore studied, but it will be satisfactory for the present study 
of variability. 

For the denominator of the rate we must make an assump¬ 
tion: that the average per corporation of the total equity 
pertinent to the assets-size class under study — the average- 
for-the-year equity of the assets-class, as used in Chapter IV, 
divided by the number of corporations in that class — is the 
same as the average total equity per corporation of the corpo¬ 
rations in each net income (or loss) class in that assets-class. 
The assumption and the calculation are applied separately to 
income and deficit categories. This assumption may involve 
a considerable error, particularly in the high assets-classes; but 
it seems improbable that the equity per corporation varies 
widely among the corporations of any of the narrower assets- 
classes — for example, 50 to 100 thousand dollars — especially 
if the income and deficit categories are considered separately. 
As we pass to wider assets-classes — for example 50 to 100 mil¬ 
lion dollars — the assumption is manifestly less safe, particu¬ 
larly when we deal with a net income (or loss) class having a 
small frequency. 

Neglecting the errors involved in the assumption, which may 
damage the numerical precision but do not destroy the quali¬ 
tative implications of our results, we calculate the rate of re¬ 
turn associated with each boundary between two net income 
(or loss) classes. Thus, the rate for the boundary $5,000 — 
between the $4,000 to $5,000 and the $5,000 to $10,000 
classes — is $5,000 divided by the average equity per corpora¬ 
tion.^ By this process, the stubs of Table lxiv are replaced 
by those of Tables lxvi and lxvii; and the new stubs differ 


* For the cases in manufacturing under examination, we have 


Assets-class 

Category 

Total equity 

Number of 
corporations 

$0-100 

Income 

335,262 

7403 


Deficit 

176,007 

5,063 

1,000-5,000 

Income 

5,236,986 

3,355 


Deficit 

1,022,183 

860 


Average 

equity 

45-2 

34-8 

1,561 

1,189 


(All money figures in thousands of dollars.) 
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not only between the two assets-classes but also between the 
two categories in each assets-class. 

The result is a restatement of the data of Table lxiv, on the 
basis of rate of net income or loss. In the $50,000 to $100,000 


TABLE LXVI 

Number of Corporations, in the $50,000 to $100,000 Assets-class of 
THE Manufacturing Division in 1936, Having Specified Rates 

OF Return 


Income corporations Deficit corporations 


Rate of net Number of corporations of Q^t Number of corporations 

income * Actual Cumulative loss * Actual Cumulative 


00.0 

1,708 

7.403 

00.0 

1,802 

5.063 

2,2 

1,062 

S.69S 

2.9 

741 

3.261 

44 

809 

4.633 

5-7 

496 

2,520 

6.6 

S 7 » 

3.824 

8.6 

349 

2,024 

8.8 

SO4 

3.252 

11.5 

294 

1.675 

ii.i 

I.391 

2.748 

144 

735 

1.381 

22.1 

613 

1.357 

28.8 

296 

646 

33-3 

301 

744 

43.1 

138 

350 

44.2 

156 

443 

574 

71 

212 

55*3 

238 

287 

71.8 

100 

141 

110.6 

39 

49 

143.7 

32 

41 

221.3 

10 

10 

287.6 

9 

9 

553 - 

... 

... 

718. 

... 

... 


♦ Amount of net income or loss divided by average equity per corporation. 

Data in per cent. Lower limit of class specified. No corporation had a rate 
of net income above 553 per cent, none a rate of net loss greater than 718 per 
cent. 

assets-class, 49 companies had positive rates above no per 
cent, and 41 negative rates below (larger negatively than) 
143 per cent. In the $1,000,000 to $5,000,000 assets-class, no 
means is available for determining whether any of the 59 most 
profitable companies earned at a rate above no per cent, al¬ 
though we know their rates exceeded 64 per cent and did not 
exceed 321 per cent. That some of them earned above no per 
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cent is entirely likely, but it is also likely that some of the 49 
most profitable companies of the lower assets-class earned at 
rates much above no per cent. In the higher assets-class, only 
6 companies had losses at rates greater than 84 per cent; and 

TABLE LXVII 

Number of Corporations, in the $1,000,000 to $5,000,000 Assets-class 
OF THE Manufacturing Division in 1936, Having Specified 
Rates of Return 


Income corporations 

Rate of net Number of corporations 

income * Actual Cumulative 

Deficit corporations 

Rale of net Number of corporations 

loss * Actual Cumulative 

0.000 

18 

3 , 3 SS 

0.000 

41 

860 

.064 

21 

3.337 

.084 

39 

819 

.128 

16 

3.316 

.168 

18 

780 

.192 

17 

3»300 

.252 

18 

762 

•*S 7 

12 

3.283 

•337 

25 

744 

•321 

6 s 

3.271 

.421 

78 

719 

.641 

82 

3,206 

.841 

56 

641 

.961 

67 

3 »i 24 

1.261 

49 

585 

1.283 

85 

37OS7 

1.681 

36 

536 

1.604 

328 

2,972 

2.10 

172 

500 

3.21 

549 

2,644 

4.21 

150 

328 

6.41 

1,120 

2,09s 

8.41 

124 

178 

16.04 

670 

975 

21.0 

38 

54 

32.1 

246 

305 

42.1 

10 

16 

64.1 

59 

59 

84.1 

6 

6 

321. 



421. 




♦ Amount of net income or loss divided by average equity per corporation. 

Data in per cent. Lower limit of class specified. No corporation had a rate 
of net income above 321 per cent, none a rate of net loss greater than 421 per 
cent. 

few if any of these are likely to have had negative rates as great 
as 143 per cent, 

A mere study of extreme cases in the two frequency series 
of Tables lxvi and lxvii gives, however, no satisfactory ap¬ 
praisal of the variability within those series. Indeed, because 
of the considerable departure of the shape of these series — 
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particularly that for the higher assets-size class — from the 
nearly normal form to which customary measures of variability 
are most appropriately applied, no highly precise and readily 
interpreted measure of variability (or dispersion) can be ap¬ 
plied to these series. The least objectionable of the simple 
measures, for series such as those here under examination, is 
the quartile index of variability. One formula for calculation 
of this index requires the determination of the upper and lower 
quartiles, computation of half the range between them, and 
division of this result by the median of the series.® 

The indices found are 4.3 for the smaller assets-size class, and 
1.2 for the larger assets-size class. This emphatically indicates 
that variability, on a relative basis, is distinctly greater for the 
low size class than for the high: variability in rate of return 
runs greater among small corporations than among large. 
Whether the index of variability would in fact decrease pro¬ 
gressively as size increases, for the manufacturing division, and 
whether a similar relation would be found for other divisions 
and for the manufacturing groups, are questions not determined 
by specific tests, although isolated tests for particular cases 
tend to bear out the finding of the case here shown. We may 
conclude that, with some but probably not numerous exceptions, 
a decrease of relative variability in rate of return with increas¬ 
ing size is characteristic of corporate experience in 1936; and 


‘The needed figures here are: 


a. Upper quartile 

So-ioo-thousand- 
dollar class 

. 94 

1-5-million- 
dollar class 

IS4 

b. Lower quartile . 

. -34 

.8 

c. Difference (a-b) . 

. 12.8 

14.6 

d. Half of difference - 

. 6.4 

7.3 

e. Median . 

. 1.5 

6.3 

/. Index {d/e) . 

. 4.3 

1.2 


Figures for a, b, and d are rates of return (%). Actual determination of 
the median and quartiles rests upon approximations, but the errors involved 
can not possibly account for any large share of the difference between 
the two resulting indices. 
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no reason appears for doubting that a similar conclusion holds 
for other recent years. We infer tentatively that in general, 
regardless of the year or the line of industry, small corporations 
experience greater relative variability in their rates of return 
than large corporations. 



XXVI 


TAX ESTIMATE 

The present and second following chapter describe and 
discuss certain statistical adjustments and analytical methods 
used in the main portions of the foregoing account.^ This 
chapter and Chapter XXVIll also comment on the bearing of 
these methods upon the interpretation and significance of the 
results obtained. In addition, several peculiarities in the basic 
data, which govern the analytical results in some degree, are 
discussed briefly. 

EXCLUSION OF TAXES FROM PROFITS 

The entire study regards profits as the surplus income accru¬ 
ing to owners’ equity, after all charges including Federal taxes. 
The theoretical validity of deducting Federal taxes, in order to 
arrive at our profits figure, appears clear, because we are here 
thinking of profits as the share of income “available” for the 
stockholders. The point of view of the entire investigation is 
that of the risk-taking suppliers of capital: profits are con¬ 
sidered as the return on such capital. Accordingly, all portions 
of income — and the Federal tax is such a portion — against 
which these suppliers of capital have no claim, must be excluded 
in reckoning profits. 

For certain other purposes, different definitions of “profits” 
might be defended. In a study of taxation, strong reasons might 
be advanced for designating net income before taxes, rather 
than after taxes, as profits. And even for more general economic 
studies — for example, a study of differential profit rates among 

* Several specific matters of method, pertaining to limited portions of the 
work, have been explained at the points to which they pertain. 
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industries as factors in the allocation of new capital invest¬ 
ment — a particular theory as to the incidence of a Federal tax 
on corporate income might indicate that net income before taxes 
is an appropriate definition of profits. Again, as we have shown 
in Chapter XXIII, the rate of return on corporate capital may 
be calculated in terms of risk capital plus borrowed capital; 
but the most appropriate numerator in this case — although 
it would be a specially defined net income figure — would 
scarcely be called “profits,” and Federal taxes might or might 
not be excluded. Another t3T>e of analysis might define “profits” 
in terms of the excess of gross sales revenue over cost of 
goods sold; but here the determination of elements to be in¬ 
cluded in “cost of goods” is perplexing, and the pertinence of 
such a measure to any analysis of the return on capital is 
limited and perhaps non-existent. Even from the point of view 
adopted in this book — with profits regarded as the return on 
risk-taking capital — some uncertainty as to accounting defini¬ 
tion exists: we have already discussed (Chapter XXIV) the 
possibility that compensation of officers includes an element of 
“profit” in the sense of this book. Nevertheless, for the main 
analyses we have, with no hesitation or doubt, excluded Federal 
taxes from profits; and, with somewhat less confidence, the 
“compiled net profits” figure of Statistics of Income has been 
accepted as a measure of net earnings before taxes. 

This decision, to exclude Federal taxes from profits, unfor¬ 
tunately necessitated the making of one of the principal sets 
of adjustments (and estimates) involved in the investigation. 
Data for Federal taxes paid — actually, for the Federal tax 
liability as calculated in the tax return — are tabulated in 
Statistics of Income for each industrial division and manu¬ 
facturing group as a whole, and for the various size classes in 
the general list of all divisions combined.® But they are not 

* For example, Rows 41-43 of pages 52-59 and pages 60-63 and Row 41 
of pages 64-63 of Statistics of Income for iQ3S, Part 2. 
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tabulated for the separate size classes of each industrial divi¬ 
sion and each manufacturing group.® Hence, in order to carry 
out our analysis of rate of return by size classes for each sepa¬ 
rate line of industry (or of manufacturing), the tax figure for 
each size class had to be estimated. 

OBSTACLES TO TAX ESTIMATE, 193I-3S 

If the tax payable in any one year were, under the law, cal¬ 
culated at a flat rate on the statutory net income of that year, 
the estimate would involve no difficulty because the figures for 
statutory net income are given by size classes for each division 
and group.^ These conditions are, however, not met exactly in 
any of the six years under study. For 1931-35, imperfect 
realization of the conditions is so limited and of such a nature 
as to suggest the scheme of estimating to be described in the 
next sub-section. For 1936, the graduation of normal tax rates 
and the undistributed-profits tax introduced further difficulties, 
and this case will be discussed separately in the second follow¬ 
ing sub-section. The simple conditions described above are not 
met — in some or all of the years 1931-35 — for the following 
reasons: 

(i) For 1933 and later years an excess-profits tax applied 
to certain portions of corporate income; and this tax, unlike 
the capital-stock tax with which it is associated, is reported 
on the income-tax return and tabulated in Statistics of Income. 
Separate figures are published for this tax in reference to each 
entire division and group, and to the size classes of the general 
list of all divisions combined; but no formula was discovered 
for estimating this tax separately for the size classes of each 
division and group. Neither an empirical formula nor an 
a priori formula appeared feasible. The limited data on excess- 

* Ibid., pages 66-83. 

* For example, next to right column of Table 6, pages 66-83, Statistics of 
Income for 1935, Part 2. 
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profits taxes actually published showed no such statistical 
regularity as to suggest an empirical formula, and no theoretical 
reasons appear for expecting any regular correlation of the 
excess-profits tax with size of corporation. (Further analysis 
of the special tabulations of 1936, described in Chapter XXV, 
may suggest such correlation.) An a priori formula could be 
developed from the provisions of the laws, but the published 
data do not include the essential figures for applying this 
formula with a view to making an estimate for each size class. 
Therefore I mingled the excess-profits tax with the income tax, 
applied the actual estimating method to total tax (income tax 
plus excess-profits tax), and thus in effect regarded the excess- 
profits tax as one of the disturbing elements tending to render 
total tax a now-uniform percentage of statutory net income. 

(2) In 1931 (as in several earlier years), a corporation — 
with certain exceptions — having statutory net income not over 
$25,000 was allowed a credit of $3000 against net income 
before computing income tax at the statutory rate (12 per cent 
in 1931); and a somewhat smaller credit was in effect allowed 
in cases of net incomes between $25,000 and $25,360. This 
meant that the effective rate of tax on the full statutory net 
income of such corporations was below the standard rate — 
would indeed drop to zero for a corporation having net in¬ 
come of $3000 or under. As amount of net income is not neces¬ 
sarily correlated in high degree with amount of total assets, no 
basis exists for assurance that some benefit of this credit did 
not reach to various size classes. Empirical evidence strongly 
suggests that the bulk of the benefit went to low size classes: 
this is indicated by the 1931 column — unlike columns for 
other years — of Table Lxvin, wherein the very low average 
rate of tax for the bottom size class and the moderately low 
rates for the immediately higher classes can be ascribed largely 
to this specific credit. For estimating purposes, no procedure 
seemed feasible except to let this disturbing element — along 
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with other such elements — express itself in the general aver¬ 
age rate of total tax as a percentage of statutory net income. 

(3) For 1931, provisions of the Revenue Act of 1928 with 
respect to losses of prior years were in effect; a corporation 
might apply against net income of 1931, before computing 

TABLE LXVIII 

Average Effective Rate of Tax, for All Income Corporations, 
BY Size Classes * 


Class t 193« 1932 1933 1934 I93S 1936 1 


o . 2.88s 10-94 14-65 14-44 14-73 ii-42 

SO . S-314 11-82 14-45 14-32 14-67 11-72 

100 . 7.692 12.42 14.38 14.22 14.52 12.14 

250 . 9.651 12.67 14.28 14.16 14.49 12.99 

500 . 10.44 12.83 14.25 14.09 14.42 13.64 

1,000 . 11.18 13.02 14.13 13.97 14.35 14-10 

5,000 . 11.58 13.36 14.02 13.88 14.04 14.09 

10,000 . 11.62 13.52 14.02 13.84 14.07 13.71 

50,000 . 11.90 13.62 14.20 13.83 14.13 13.10 

100,000. ... ... ... ... 13.18 


♦ Stated in per cent. Ratio of Federal taxes (normal plus excess-profits) to 
net income. Data taken from the source, for numerator and denominator; and 
they apply to income corporations only, 
t Lower limit, in thousands of dollars. 

1 1936 tax here does not include undistributed profits tax, and is estimated, 
by special plan described on page 353. 


tax liability, a net loss of 1930 and — so far as not exhausted 
against a net income of 1930 — a net loss of 1929. For 1932, 
provisions of the Revenue Act of 1932 were in effect: a corpo¬ 
ration might apply against net income of 1932, before com¬ 
puting tax liability, a net loss of 1931. The National Industrial 
Recovery Act of 1933 discontinued this provision of the Act of 
1932, and the Revenue Acts of 1934, 1935, and 1936 likewise 
permitted no carry-forward of losses. For 1933-36, therefore, 
prior-year loss has no bearing on tax liability. But in 1931, 
and to a less extent in 1932, prior-year losses might reduce the 
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base against which the income tax was reckoned. Again, we 
have no feasible means of establishing a formula for estimating 
this effect in each size class, and this factor also must be treated 
as one of the elements disturbing the average ratio of taxes to 
statutory net income. 

(4) Beginning in 1932, the rate of tax levied upon the net 
income of consolidated returns was somewhat above the stand¬ 
ard rate. Although the bulk of the consolidated returns prob¬ 
ably fall in the high or moderately high size classes, no direct 
means of allowing for this tax differential seems feasible. It 
also, therefore, is treated as one of the disturbing elements 
affecting the average ratio of taxes to net income. 

(5) In certain years, when a new revenue law changes the tax 
rate, some fiscal-year corporations are taxed at two different 
rates: part of the net income, allocated to the earlier calendar 
year, is taxed at the old rate; and the remainder is taxed at the 
new rate. Thus, the 1931 tabulations include certain fiscal- 
year returns which were taxed in part at the 12 per cent of the 
1928 Act and in part at the 13% per cent (i 4>4 for consoli¬ 
dated returns) rate of the 1932 Act. The effect of this over¬ 
lapping of rates may vary from industry to industry and from 
size class to size class, but available data do not supply a basis 
for working out a formula. Here also, then, the effect is treated 
merely as one of the disturbing elements influencing the aver¬ 
age ratio of taxes to net income. 

Only two of these five elements are likely to have effects 
upon percentage tax liability differing in any significant way 
among size classes. These two are the specific credit (exemp¬ 
tion) of $3000 against net income, effective only for 1931 (of 
the period under study), and the loss-carry-forward privilege, 
effective only in 1931 and to a less degree in 1932. Of the two, 
probably the first is much more likely to cause differences be¬ 
tween size classes. In any case, the method of estimating used 
amounts to assuming that for each of the five factors — or. 
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strictly, for all five in combination — the differential effects 
upon the effective rate of tax among size classes are identical 
for every industrial division and every manufacturing group. 
In other words, if the five factors tend to make the average rate 
of tax on reported statutory net income (in any one year) 2 per 
cent lower for the bottom size class than for the top size class 
for all lines of industry combined, they are assumed to have 
the same effect for any particular line. 

The theoretical warrant for this assumption is obviously 
open to question, particularly when we observe that some one 
of the various factors may operate with greater force in one 
industry than in another, and for corporations of one size than 
for those of another. For example, the prior-year-loss factor 
will presumably be particularly important for those industries, 
and those size classes in such industries, which felt the force of 
the great depression early and with exceptional severity. I have 
seen no way to allow for these theoretical differences, and 
merely hold the opinion — not supported by empirical evidence 
— that the errors involved in the basic assumption are prob¬ 
ably small. I am especially confident of this opinion for years 
after 1931, and regard it as tolerably safe even for 1931. But 
the assumption is manifestly a makeshift, and the liability of 
the specific tax estimates, by size class by industry, to substan¬ 
tial error is admitted. Nothing short of a full tabulation of 
these tax figures for each size class in each industrial division 
and each manufacturing group can fully reveal such errors. 
Some light on the average magnitude of the errors is given at 
one stage of the estimating process. 

METHOD OF ESTIMATE, I93I-3S 

The basic assumption on which the estimate rests has al¬ 
ready been stated: differences among size classes in the aver¬ 
age effective rate of tax on statutory net income, as established 
|rom published data for all divisions combined, are assumed 
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to prevail for each separate division and manufacturing group. 
Obviously, the entire computation pertains only to the income 
corporations — corporations having in the given year a positive 
statutory net income. The first operation consists in compiling, 
for each year, the average effective rate — the ratio of taxes 
paid (strictly, reported tax liability) to statutory net income — 
for each size class, on the basis of data published for all divi¬ 
sions combined.*"^ These computations for 1935 are shown in 
the left section of Table lxix, and the full set of results for all 
six years has already been presented in Table lxviii. 

The next operation consists in applying these calculated rates 
for the respective size classes — in line with the basic assump¬ 
tion — to the published figures for statutory net income of each 
industrial division and manufacturing group in the particular 
year.® In this manner a preliminary estimate of taxes by size 
classes is obtained; and this process is illustrated, for the 
manufacturing division in 1935, in the central section of Table 
LXIX. 

The total taxes — for all sizes combined — are known for 
each division and group,'^ Comparison between this given fig¬ 
ure and the total of the preliminary estimates for the nine spe¬ 
cific size classes reveals the aggregate error in the preliminary 
estimates. Thus, comparison of the actual tax of 354,795 thou¬ 
sand dollars with the total preliminary estimate of 351,030 
reveals an aggregate error of 3,765 (excess of true over esti¬ 
mate) for manufacturing in 1935. By expressing this error as 
a ratio to the total estimate of 351,030, applying this ratio to the 
specific estimate for each size class to yield an adjustment, and 
adding the adjustment to the preliminary estimate, the series of 

^ For example, Rows 40 and 43 of Table 5 ii, pages 62-63, of Statistics of 
Income for 1935^ Part 2. 

® These figures on statutory net income are presented in the size-classifica¬ 
tion tables for each line of industry. For example, second column from the 
right of pages 66-83 of Statistics of Income for 1935, Part 2. 

^Thus, in Row 43 of pages 52-59 of Statistics of Income for 1935^ Part 2, 
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final estimates is obtained. These operations are illustrated 
in the right section of Table lxix. 

The process of adjusting the preliminary estimates to the 
final estimates obviously assumes that the preliminary estimate 

TABLE LXIX 

Estimate of Taxes Paid, by Size Classes, for Manufacturing in 1935 * 


All divisions combined Manufacturing division 

Statutory Federal Effective Slatutory Preliminary Adjust- Final 
net income tax rate nel income estimate ment estimate 


Class t 

(I) 

(2) 

(0 

(4) 

(s) 

(6) 

(7) 

0 . 

113,602 

16.734 

14.73 

24,084 

3.548 

38 

3.586 

so . 

II91038 

17.465 

14.67 

34,662 

5.085 

55 

5,140 

TOO .... 

267,181 

38,806 

14 .'52 

97A^9 

14,206 

152 

14.358 

250 .... 

28i,5;6q 

40,807 

14-40 

124,950 

18,105 

194 

18,299 

500 .... 

340,696 

49,141 

14.42 

177.89s 

251652 

275 

25.927 

1,000 . . , 

917,560 

131,660 

1435 

499,828 

71.725 

769 

72,494 

5,000 ... 

412,160 

57^866 

1404 

230,3^6 

32,339 

347 

,12,68() 

10,000 .. 

1,077,72=; 

151,628 

1407 

547791 

77.074 

827 

77.901 

50,000 .. 

i, 539 ii 45 

21741.'; 

14.13 

73I1O39 

103,296 

1,108 

104,404 


Sum of preliminary estimates of tax- 3ST1O30 

Total tax of division, from Statistics of 

Income . 354^795 

Discrepancy in a«^grer!:ate of estimates .. —3,76'; 


♦ Column 3 is column 2 divided by column i, expressed in percentage. 
Column 5 is column 4 multiplied by column 3 
Column 6 is column 5 multiplied by 3*765/351,030. 

Column 7 is sum of columns 5 and 6. 

All figures, except column 3, are in thousands of dollars, 
t Lower limit, in thousands of dollars. 

for each size class contributes its proportionate share to the 
aggregate error for the entire division. As we have no evidence 
by which to infer how the errors are distributed among the size 
classes, and though we should indeed admit that some size 
classes can even have negative errors while others have positive 
errors, this assumption of a uniform percentage error is the 
most feasible basis for adjustment. If there were any valid 
reason for assigning disproportionate shares of the total error 
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to certain size classes, the assumption should of course be modi¬ 
fied. The assumption actually used is essentially a corollary 
of the basic assumption of the method (above, page 342): it 
recognizes that the average effective rate for an entire division 
(or group) may differ from the corresponding rate for all divi¬ 
sions combined; but, in addition to allowing for this differential, 
it maintains the same percentage variation of effective rates 
among size classes for the particular division (or group) which 
prevails for all divisions combined.* 

By the method described above and illustrated in Table 
Lxix, final estimates of taxes by size classes, in each year 
1931-3S, were worked out for every industrial division (except 
the meaningless “division” described in official publications as 
“nature not given”) and every manufacturing group.® The re- 

" This mi^ht have been accomplished by first adjusting the average effec¬ 
tive rates for the several size classes, as determined for all divisions com¬ 
bined, by a percentage factor reflecting the discrepancy of the average 
effective rate for the entire particular division from that for all corporations 
combined. In such procedure, computations like the central section of 
Table lxix would yield at once final e.stimates for each size class; and the 
total of these, except for arithmetic errors, would equal the true tax figure 
for the division. 

In certain groups and divisions, in some years, not all of the nine size 
classes appear separately in the official tabulations. When a high size class 
contains only one corporation. Treasury policy of treating tax returns as 
confidential precludes publishing data for that corporation separately. Un¬ 
der such conditions, the single-return size class is “grouped” with another 
— usually the next smaller size class — and data are published only for the 
two grouped classes in combination. 

In such cases, also, our tax estimate must pertain to the grouped 
classes; and the only difficulty presented, in applying the method outlined 
above, consists in determining the “average effective rate” for the compos¬ 
ite size class. In the calculations as carried out, this special rate was ob¬ 
tained by taking a weighted average of the two effective rates pertaining 
separately to the two combined classes, the weights being the numbers of 
corporations — for the group or division, and the particular year, in ques¬ 
tion— in the two classes which were combined. A more painstaking sys¬ 
tem of weighting might have been suggested, but there is no warrant for 
great care in weighting for two reasons. One is that cases of classes 
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suiting final estimates, for every division and group, are tabu¬ 
lated in the Appendix (Table A), along with corresponding 
figures — obtained by methods presently to be described — 
for 1936. 

TAX ESTIMATE FOR 1 93 6 

Several facts explain the greater difficulty of making tax 
estimates — by size classes, for each division and group — 
pertinent to income data for the year 1936, and the greater 
liability to error of the estimates as made. (i) The normal tax 
on 1936 corporate income was at graduated rates, for the first 
time.^^ Hence, calculation of an ‘‘average effective rate’’ for 
an entire division (or group), and application of such rate to 
specific size classes, may result in error if the share of income 
subject to higher rates varies — as it probably does — from 
size class to size class. (2) The fractional taxation of dividends 
received under the Act of 1936 altered the base for reckoning 
taxes, in a manner and to a degree not readily allowed for in 
the estimating process. (3) The imposition of the undistrib¬ 
uted-profits tax by the Act of 1936 introduced a new element 
— highly variable and highly uncertain — into the total tax 
liability, and special methods for reckoning this tax became 
necessary. (4) The tabulations of 1936 corporations statistics, 

grouped always occur high up on the size scale, where changes in effective 
rate from size class to size class are very slight anyway. The other is that, 
since a single corporation — rather than several corporations — appears in 
the higher of the two combined size classes, the role of chance is unusually 
great: the chance is fairly large that the true tax rate for this single corpo¬ 
ration may differ notably from the average effective rate calculated (as in 
Table lxix) for the top size class. Nicety of weighting, under such circum¬ 
stances, is not warranted. 

^®The Revenue Act of 1935 had provided for graduated normal rates; 
but these did not go into effect for 1935 income (strictly, for corporations 
with taxable years beginning before January i, 1936), and were superseded 
for 1936 income by provisions of the Act of 1936. The specific exemption 
in effect for 1931 and earlier years (see above, page 339) amounted to a 
partial ‘^graduation” of the rate, but of very limited applicability. 
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though in admirably greater detail than previous tabulations, 
fail to give separately certain items which would render the 
tax estimates more dependable, (s) In particular, the basic 
taxable net income figure in the 1936 tabulations is the “net 
income for excess-profits computation,” not the net income 
upon which normal tax is reckoned. This fact sets a serious 
obstacle in the way of applying the simple “average effective 
rate” method used for 1931-35. 

An extensive list of assumptions and formulas received con¬ 
sideration in working out the scheme of estimating. Some of 
these suggested themselves as means of applying various provi¬ 
sions of the law in the estimating process; but all except a few 
such devices were abandoned. Some were abandoned because 
the specific provisions of the law were unlikely to have cal¬ 
culable direct effect on the statistics as published. Others were 
abandoned because actual testing with the available data 
yielded unfavorable results; several such tests were applied, 
with different formulas, and yielded results mainly so out of 
line with known facts as to discredit the formula under test. 
The method finally adopted is in truth a statistical patchwork, 
based upon several formulas, resting in some degree on theo¬ 
retical considerations suggested by provisions of the law and 
in some degree upon statistical tests which were less unsatis¬ 
factory than other similar experiments rather than satisfying 
in themselves. I repeat that the tax estimates for 1936 are on 
a distinctly lower plane, as respects their accuracy, than those 
of 1931-35; but I believe the margin of error in most divi¬ 
sions and groups is not large enough to impair seriously the 
measured rates of return on equity. 

NORMAL TAX ESTIMATE 

For all corporate returns (accompanied by balance sheets) 
tabulated in 1936, the separately stated tax items were: 
normal, $982,940,000; undistributed-profits, $141,154,000; and 
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excess-profits, $20,546,000. Because of its clearly dominating 
importance, the normal tax was taken as the first item to 
be estimated by size classes in the several divisions and 
groups. Because of its slight magnitude (actually, it ran lower 
in 1936 than in 1935), the excess-profits tax was mingled with 
the normal tax in this first step of the analysis — a procedure 
in line with that followed for 1931-35. But the undistributed- 
profits tax was not only of substantial magnitude in the aggre¬ 
gate but also likely to have widely varying impact upon different 
industries and upon the several size classes. It was therefore 
reserved for treatment in a second stage of the estimate (below, 
page 353)- 

Two obstacles stand in the way of a direct estimate of the 
normal tax by a simple formula: (i) the tax is graduated, and 
(2) the net income figure published in the Statistics of Income 
tabulations is not that upon which the normal tax is reckoned. 
On the first of these points the estimating process makes no 
detailed allowance. The process, by its calculation of an aver¬ 
age effective normal rate for each size class — which varies 
somewhat from size class to size class — and application of 
these rates for each division and group, in effect rests upon 
the assumption that the greater incidence of the higher normal 
rates upon larger size classes is characteristic — and equally 
characteristic — of all lines of industry 

The second obstacle required more careful treatment. The 
tabulated net income figure is “net income for excess-profits 
tax computation.” This differs from the “base” to which the 
normal rates are applied in two important respects: (a) it in- 

” Special tabulations published for 1936 (see their description in Chap¬ 
ter XXV) may 3deld a more precise treatment of this varying incidence of 
the higher normal rates, but preliminary testing of this new body of data 
for the present purpose uncovered perplexing difficulties. I therefore 
abandoned this approach, so far as tax estimates for this book are con¬ 
cerned, but hope to examine the case more intensively later and report my 
findings elsewhere. 
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eludes interest on certain government obligations which is 
subject to excess-profits tax but not to normal tax — such in¬ 
terest was in 1936 about half of total interest received by corpo¬ 
rations on government securities; (b) it includes all of dividends 
received from domestic corporations, whereas the normal tax 
applies to only 15 per cent of such dividends.^- The income 
subject to normal tax — called “normal-tax net income” in the 
tax return — also excludes the excess-profits tax already com¬ 
puted against the basic net income figure; but this deduction, 
which is relatively unimportant in magnitude, is ignored in our 
analysis. 

As the item “net income for excess-profits tax computation” 
is the base figure we must use anyway — because it alone is 
tabulated — in estimating taxes by size classes for each indus¬ 
try, it might be suggested that this figure should be used in 
calculating “average effective normal rates” by size classes for 
all divisions combined. This procedure would be analogous to 
that used for 1931-35. The essential objection is that both 
items a and b, mentioned above, arise chiefly in the finance divi¬ 
sion — over half of item b and about seven eighths of item a. 
Hence, for all other divisions and for all manufacturing groups, 
these items may be taken as relatively unimportant. Therefore, 
“average effective normal rates” by size classes, calculated 
from the figures for all divisions combined as they stand, would 
almost surely run too low for all industries except finance, and 
too high for finance. 

The obviously desirable adjustment is to exclude finance from 
all divisions combined, and then compute average effective 
normal rates, to be used in estimating normal taxes by size 
classes for all other industries than finance. A separate calcula- 

“The 8 s per cent credit against dividends received was not allowed to 
mutual investment companies, for which a different provision with respect 
to dividends was made in the Act of 1936. This exception is ignored in our 
analysis. 
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tion would, of course, be needed for finance. But this procedure 
is not feasible; for, although we have the “net income for excess- 
profits tax computation” by size classes separately for finance, 
we do not have normal tax paid by size classes for finance. This 
latter figure is, indeed, an object of the scheme of estimating. 

An alternative, though less satisfactory, approach consists 
in reducing the net income (for excess-profits tax computation) 
of each size class of all divisions combined by the approximate 
amount of items a — interest subject to excess-profits tax — 
and b — corporate dividends received — ascribable to finance. 
The resulting figures may be expected to reflect more nearly 
the “base” against which normal tax is reckoned in industries 
outside finance.^® Even this approach, however, involves a 
highly dubious assumption: that the portion of item a and of 
item b ascribable to finance is the same in every size class as in 
all classes combined. After careful examination of the figures, 
however, I am of opinion that the resulting margin of error, 
though very substantial, is not objectionably large. 

The actual computations (pertaining, of course, to income 
corporations only) appear in Table Lxx. The total of Column i 
is compared with the corresponding figure, 206,252 thousand 
dollars, for finance; and finance is seen to account for 87.75 
per cent of government interest subject to excess profits tax 
— item a of the foregoing discussion. This ratio is applied to 
the items of Column i, to yield those of Column 2 (here the 
assumption noted above is made). In like manner, finance is 
seen to account for 58.88 per cent of dividends received — item 
b of the foregoing comment. And similarly Column 4 is ob¬ 
tained from Column 3, again using the proportionality assump- 

” Refinements can indeed be suggested. For example, somewhat less than 
all of items a and b for finance should no doubt be deducted, on the ground 
that the reconstructed finance division — as it appears in the reconstructed 
all divisions combined — should be assumed to have taxable government 
interest and dividends to the same extent as other divisions. But the 
margin of error in the method seems too great to warrant such refinements. 



TABLE LXX 

Estimate of Average Effective Rate of Tax, Excluding that on Undistributed Profits, by Size Classes, 

IN 1936* 
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t Lower limit, in thousands of dollars. 
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tion. Column 5, combining Columns 2 and 4, gives the totals 
of items a and b ascribed to finance. Deducting these figures 
from the net income for all divisions combined (Column 6) 
yields the revised net income figures of Column 7. Division of 

TABLE LXXI 

Estimate of Tax. other than that on Undistributed Profits, for 
THE Manufacturing Division in 1936 

Estimate of tax (excluding undistributed-profits) 


Class t 

Net income 
(i) 

Prelimmaiy 

(2) 

Ailjubtment 

(3) 

Final 

(4) 

0 . 

. 31.828 

3.635 

121 

3.514 

50. 

. 46,658 

5.468 

182 

5,286 

100 . 

. 134.054 

16,274 

542 

15.732 

250 . 


22,422 

747 

21,67s 

500 . 

. 239,761 

32.703 

1,090 

31,613 

1,000. 

. 728,596 

102,732 

3.42s 

99,307 

5,000 . 

. 357.S11 

50,373 

1,679 

48,694 

10,000. 


110,139 

3.671 

106470 

50,000 . 

. 315.585 

417342 

1.378 

39,964 

100,000. 


146,457 

4.883 

141,574 


Total of preliminary estimates . S31,545 

Actual total, from source . 5x31827 

Discrepancy in estimates . 17.7x8 

Percentage discrepancy . 3.3 


♦ Column I is from source. Column 2 is column i multiplied by column 9 
of Table lxx. Column 3 is column 2 multiplied by .033, and the adjustments 
are negative. Column 4 is column 2 minus column 3. All figures, except that at 
bottom, are in thousands of dollars. 

t Lower limit, in thousands of dollars. 


these into the normal taxes paid (Column 8) yields the desired 
average effective normal rates of Column 9. 

These calculated rates are used to secure preliminary esti¬ 
mates of the amount of normal tax for each size class, separately 
for every division other than finance and for every manufac¬ 
turing group. The aggregate error in these preliminary esti¬ 
mates, ascertained by comparing the total of the ten size-class 
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estimates with the tabulated normal tax for the entire division 
(or group), is then distributed among the size classes on the 
proportional plan used for 1931-35. The results of this adjust¬ 
ment are the final estimates of normal tax by size classes. The 
method is illustrated, for the manufacturing division, in Table 

LXXI.^^ 


UNDISTRIBUTED PROFITS TAX ESTIMATE 

In calculating the “average effective rates’’ by size classes 
for the undistributed-profits tax, the published figures for net 
income (for excess-profits tax computation) were adjusted by 
deducting the portion of interest on government obligations 
which is subject to excess-profits tax and the dividends paid.^® 
This adjusted figure was then divided into the stated undis¬ 
tributed-profits tax, for each size class in the table for all divi¬ 
sions combined, to yield the estimated “average effective 
undistributed-profits tax rates.” These appear in Column 4 of 
Table lxxii. 

Application of these rates to the respective size classes, for 
any one division or group (with exceptions presently noted), 
then follows; and the operations are illustrated for foods manu- 

In cases wherein published data for higher size classes apply only to 
combined classes the same method of weighting the appropriate effective 
rates was used as in 1931-35 cases. 

’'‘The chief of these two deductions is, of course, that for dividends 
paid. The adjustments do not satisfactorily yield the “undistributed net 
income,” against which the statute levies the undistributed-profits tax — 
the chief additional adjustment .should be deduction of the normal tax. 
I am not fully content with the adjustments as actually carried out, and 
the resulting calculation of the average effective rates — the more so as 
this process is not wholly consistent with that followed in applying the 
rates to obtain tax estimates by size classes in each industry. But the 
process adopted rests in part only on provisions of the law; it rests in part 
also on empirical tests, the application of various test formulas to the actual 
data. I propose later to reexamine the whole problem, and hope to refine 
the method of estimating; but, for purposes of the present analysis, I regard 
the imperfections as coming within a tolerable — though rather large — 
margin of error. 
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facturing in Table Lxxn. The first operation is the deduction 
of the final estimate of normal tax from the net income (Col¬ 
umn 4 from Column i, of Table lxxi) , and the results appear in 
Column I of Table lxxii. Column 2 gives the dividends paid, 

TABLE LXXII 

Estimate of Undistributed-Profits Tax, for Foods Group in 1936 * 


Estimate of und prof, lax 


Class t 

Net income, 
after 

“normal” tax 

(1) 

Dividends 

paid 

(2) 

(l) - (2) 

(3) 

Effective 
und prof, 
rate 

(4) 

Pre¬ 

limi¬ 

nary 

( 5 ) 

Adjust¬ 

ment 

( 6 ) 

Final 

(7^ 

0. 

3 . 44 S 

1,838 

1,607 

6.26 

lOI 

41 

142 

SO. 

5,281 

3,481 

1,800 

6.89 

124 

50 

174 

100 .... 

13 >849 

10,831 

3,018 

7.20 

217 

88 

305 

250 .... 

17.389 

13,844 

3^545 

8.01 

284 

115 

399 

500 .... 

21,327 

i 6 ,iS 5 

5)172 

7.62 

394 

160 

554 

1,000 ... 

37,358 

45,064 

12,294 

7.20 

88s 

359 

1,244 

5,000 ... 

23,229 

17,503 

5)726 

6.92 

396 

161 

557 

10,000 .. 

78,867 

67,267 

11,600 

5.74 

666 

270 

936 

50,000 .. 

37,102 

48,003 

9)099 

5-75 

523 

212 

735 

100,000 . 

67,013 

66,830 

183 

15-67 

29 

12 

41 


Sum of preliminary estimates 


3,619 




Total und. prof, tax, 

as given in source 

5,087 




Discrepancy in the estimates. —1,468 

Percentage discrepancy . 40.56 


♦ All figures, except column 4 and bottom figure, are in thousands of dollars. 
Column I is obtained by deducting — in a table like Table lxxi — column 4 
from column i. Column 2 is from source. Column 4 is explained in text, 
page 353. Column 5 is column 3 multiplied by column 4. Column 6 is column 5 
multiplied by .4056. Column 7 is column 5 minus column 6. 
t Lower limit, in thousands of dollars. 

which are then deducted from Column i to yield Column 3; 
and this is the approximate estimate of “undistributed net in¬ 
come.” Column 4 gives the estimated “average effective rates 
on undistributed profits”; and then Columns 5,6, and 7 give — 


“Wherever column 3 exceeds column i, the column 3 entry is zero. See 
provisions in statute concerning carry-forward of a dividends-paid credit. 
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in the usual manner — the preliminary estimates, the adjust¬ 
ments for error, and the final estimates of the tax. (See next 
section and footnote 19 for exceptional treatment of certain 
divisions and groups.) 

We should observe that more than mere errors or imperfec¬ 
tions in statistical procedure damage the precision of these 
estimates. There is, of course, a basic assumption like that 
made in the case of the normal tax; the differences in average 
effective rates among size classes, as calculated for all divisions 
combined, are assumed to prevail for each division and group 
(with exceptions noted below, page 357). This assumption is 
almost certainly less valid here than in the case of the normal 
tax. 

But another, and perhaps more serious, defect is present: we 
have computed the average effective rate for a whole class of 
corporations — have taken aggregate figures, and attempted to 
apply to them provisions of law which apply only to single 
corporations. Thus, if there were five corporations in a class 
and each had undistributed profits of 15 per cent of its adjusted 
net income, the total undistributed-profits tax of the class would 
be less than if the five corporations (assuming they had the 
same adjusted net income as before) made different distribu¬ 
tions of dividends with the result that the ratio of undistributed 
profits to adjusted net income were under 10 per cent for four 
but over 40 per cent for the fifth corporation.^^ Thus the vari¬ 
ation among specific corporations in a size class, as respects the 
degree to which they distribute dividends, has a vital bearing 
on the average rate of tax for the class. To be sure, this same 
argument applies in the case of the normal tax, because it is 

"To illustrate numerically, suppose each corporation has adjusted net 
income of $100,000. Under case i, each pays out $85,000 dividends, and 
has undistributed profits of $15,000. (Assume also no credit for “contracts 
restricting” dividends.) Tax on each would then be 7% on $10,000, and 
13 % on $5,000, or $1,300. In the second case, suppose four corporations 



3S6 corporate size and earning power 

graduated and different corporations in a class may have differ¬ 
ent levels of net income; but I am confident it has much smaller 
force in that case. I see no way, with the data available, to 
make adequate allowances for this factor, and I discuss the 
matter merely to emphasize its bearing upon the accuracy and 
appropriateness of the calculated average effective rates, and 
the implied impairment in the accuracy of our tax estimates. 

SPECIAL TREATMENT OF FINANCE 

In calculating the normal tax estimates for finance, the 
“base” to which the estimated rates were applied was arrived 
at — for each size class — as follows; Deduct from given 
figure for net income (for excess-profits tax computation) the 
two items estimated — government interest received, which is 
taxable (for excess-profits), and 85 per cent of estimated divi¬ 
dends received. Both of these estimated items are described 
in the second section preceding. The rates applied were the 
“average effective normal rates” of Table lxx, multiplied by 
1.116. The reason for this multiplier is that the “base” for the 
other divisions and all the groups included full taxable interest 
and dividends as allocated, and the multiplier was designed to 
put the finance division on an equivalent basis.^® In this man¬ 
ner, with the usual adjustment for aggregate error, final esti¬ 
mates of normal tax were found. 


pay out $95,000 each in dividends, and the fifth pays out $45,000 (total 
dividends would be as before). Then taxes are: 

Four corporations, 1% of $5,000, $ 350 each 

Fifth corporation, 7% of 10,000, 700 

12% of 10,000, 1,200 

17% of 20,000, 3,400 

22% of 15,000, 3,300 

The total tax for the class (five corporations) is $10,000 in this second 
case, against $6,500 in the first case. 

” Some other means of accomplishing this purpose might have been used, 
but a succession of experiments led to the choice actually made. 
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As respects the undistributed-profits tax, no means was dis¬ 
covered for determining average effective rates for the several 
size classes in finance. Therefore the rate applied to the “base” 
— the net income after deduction of estimated normal tax and 
tabulated dividends paid — was the flat figure of 15.7 per cent, 
calculated from the published data for the entire division. In 
all probability no such flat rate applies for all size classes; but 
no other choice in the practical estimate seemed possible, and 
we must recognize that the estimated undistributed-profits tax 
for finance is even less secure than that in various other divi¬ 
sions and groups.^ 

In the usual way, with the base and rate as stated, a pre¬ 
liminary tax estimate was worked out for each size class in 
finance, adjustments were applied to distribute the aggregate 
error proportionately, and thus final estimates were obtained. 

Net income after taxes. With the two sets of final tax esti¬ 
mates available — one set for normal tax, and the other set 
for undistributed-profits tax — tabulated figures for “compiled 
net profits” could be reduced by total taxes, to yield the numer¬ 
ators of our rate-of-return ratios. These operations were car¬ 
ried out, by size classes, for every division and group in 1936. 

I remark again that the tax estimates for 1936 stand on a 
less secure footing than those of earlier years. How large the 
margin of error may be is uncertain; that in some size classes in 
some industries it may be very substantial I do not doubt; that 
in many classes it is large enough to affect somewhat our 

” In the actual calculation, the errors in preliminary estimates of undis¬ 
tributed-profits taxes were found so large in certain groups and divisions 
that finally they were treated by the same flat-rate method as finance. 
These cases are: mining, manufacturing, construction, public utilities, serv¬ 
ice; tobacco, forest products, printing, miscellaneous, and petroleum. In 
these cases the flat rate was, after experiment, determined as the ratio of 
undistributed profits tax (for the entire division or group) to net income 
after normal tax; and applied to the corresponding figure for each size 
class. 
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curves is possible; that in most cases or on the average it is 
seriously large seems to me unlikely. But, unless and until 
there is a more detailed tabulation of taxes — particularly those 
on undistributed profits — in 1936, we must be content with 
estimates which at best are moderately lacking in precision. 
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EFFECTS OF CONSOLIDATED RETURNS 

Some comments have already been made (especially in Chap¬ 
ter III) concerning the effects, upon the statistics essential to 
calculating rates of return, of the changes introduced by the 
Revenue Act of 1934 with reference to the filing of consolidated 
returns. In 1933 and earlier years, such tax returns had num¬ 
bered less than 10,000 — out of a total of about a half-million, 
for all corporation returns — but this small number of returns 
accounted for nearly half the total corporate business of the 
nation, and had therefore an influence, upon the statistics and 
ratios calculated therefrom, vastly greater than would be indi¬ 
cated by their mere number. The Act of 1934 withdrew the 
privilege for all corporations except railroads; and the with¬ 
drawal took effect in 1934 for most cases, but only in 1935 for 
certain fiscal-year returns. The result, so far as the statistics 
are concerned, was a vast shifting of accounting items — among 
the industrial divisions and manufacturing groups, among the 
size classes, and between the income and deficit categories — 
occurring mainly from 1933 to 1934, but appreciably from 
1934 to X935. Different accounting items suffered shifts in 
different proportions; and hence changes also resulted in ratios, 
such as the rate of return, calculated from the items separately 
or in combination. 

Furthermore, the change in law resulted in actual changes 
in the magnitude of certain particular items, as summed into 
aggregates for all corporations or particular sections (groups, 
classes, categories) of the entire list. Thus, aggregate figures 
for such “paired” items as non-tax-exempt investments and 
securities outstanding, receivables and payables, surplus and 
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deficit, gross sales and cost of goods sold, interest paid and re¬ 
ceived, rents paid and received, net income and loss, dividends 
paid and received, were expanded because offsets between the 
constituent corporations of a consolidated system were no 
longer in effect. Net income (or loss) and equity, which are 
residual items in the income account and balance sheet, were 
exposed to such changes in aggregate magnitude to exceptional 
degree and in a manner which is exceptionally difficult to trace 
and explain. Resultant effects upon the calculated rate of re¬ 
turn were inevitable; the probability that changes in magnitude 
were equivalent, in percentage terms, for the net income (or 
loss) and the equity, is small and perhaps very small. A further 
difficulty enters because the tax, which enters as a deduction 
in the numerator, was changed in an uncertain degree by the 
change in law; a central purpose of changing the law was to 
increase the tax. 

On both counts — because of shifts in classification and of 
changes in the magnitude of specific aggregate items — the 
abandonment of consolidated returns probably affected our 
computed results, and may have affected some of them greatly. 
To make a satisfactory examination of these effects, one might 
fairly require full knowledge in all the details used in Treasury 
tabulations — as to specification of particular accounting items, 
classification by size, and indication of line of industry — and 
perhaps other details, not only for each of the approximately 
7,000 consolidated returns as they stood in 1933 and perhaps 
some earlier years, but also for each subsidiary covered by such 
returns. No such data are available, but the 1934 issue of 
Statistics of Income did present a segregation of 1933 data 
between the consolidated and non-consolidated lists and a seg¬ 
regation of 1934 data into two lists, separating 1934 corpora¬ 
tions which were covered by 1933 consolidated returns from 
those which were not, and also reclassified (so far as line of 
industry is concerned) the first of these lists on the 1933 basis. 
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None of these special tabulations gives any size classification. 
Moreover, the “reclassification” on the 1933 basis of the 1934 
data of corporations which had been covered by consolidated 
returns in 1933 was in no proper sense a statement of the data 
as they would have appeared if consolidated returns had been 
filed in 1934. This is true for two main reasons: the various 
offsets of inter-subsidiary items were not (probably could not 
have been) carried out, thus reducing aggregate items; and the 
shifts between the income and deficit categories, which would 
have resulted from consolidation of income with deficit subsidi¬ 
aries, were not accomplished. A third, and minor, reason is that 
the tax is tabulated as reckoned on the 1934 basis, not as it 
would have been reckoned for consolidated returns. 

Nevertheless, the special tabulations of 1934 are of great 
assistance, and this chapter reports certain inferences which 
can be drawn from them. These will be helpful for the present 
investigation of rate of return, for they serve as a warning and 
guide in the interpretation of our rates of return, particularly 
in all cases involving comparisons of 1933 and earlier years with 
1934 and later years. A fuller and more incisive determination 
of the significance of the consolidated returns, and their aban¬ 
donment under the Act of 1934, must await the completion of 
an elaborate and complicated examination of the special 1934 
tabulations and possibly the realization of hopes that tabula¬ 
tions of the consolidated returns will become available in still 
greater detail. 


THE 1933 SEGREGATION 

In order to bring out the different profit experience of the 
consolidated and the non-consolidated lists, we make first a 
comparison of these two lists as segregated for 1933 in the 1934 
Statistics of Income} These 1933 data are better for our im- 


*Part 2 of the 1934 issue, pages 146-61. 

In passing, we observe that the word “consolidated” is used in the 
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mediate purpose than the 1934 data, even as reclassified, 
because the reclassification does not — as remarked above — 
bring out a true reconstruction of the tabulations as they would 
appear if consolidated returns were filed in 1934. 

As already noted, no classification of these data according 
to size of corporation is available. The source does give a classi¬ 
fication into divisions and groups, and between income and 
deficit categories. Table Lxxin shows rates of return as cal¬ 
culated for the consolidated and non-consolidated lists sepa¬ 
rately, for each division and group; and the calculation was 
made in all respects on the same basis as in earlier chapters. 
Shown also are the 1933 rates, as worked out in previous chap¬ 
ters, covering both consolidated and non-consolidated lists in 
combination. 

Considering first the figures for both categories — income and 
deficit — combined, we find notable differences between rates 
for consolidated and non-consolidated corporations in most 
divisions and groups, although the figures for all divisions com¬ 
bined are very close to each other. Some differences in sign 
appear — for example, in agriculture, manufacturing, trade, 
paper, and chemicals — but these are not necessarily more sig¬ 
nificant than differences in level where signs are the same. Gen¬ 
erally, in cases of like sign, the consolidated rate is nearer zero 
(is smaller numerically) than the non-consolidated; but even 
this characteristic is not systematic, as instanced by the figures 
for all divisions combined. The most striking difference, in 
view of its magnitude and of the size of the division concerned, 
is for manufacturing: an average loss rate of .32 per cent for 
consolidated corporations, and a profit rate of 1.89 per cent for 
non-consolidated. But in numerous other cases differences are 

sense defined by the revenue laws — see above, Chapter III. In ordinary 
discussion of corporate problems, other systems of corporations, not even 
formerly permitted to file consolidated returns, are sometimes called 
“consolidated.” 
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sufficiently large to suggest the likelihood of significant changes 
in the rates of return studied in previous chapters whenever 
any substantial shift occurs in the industrial classification of 
companies making up the consolidated list. 

Comparisons are even more striking when the income and 
deficit categories are considered separately. With very few 
exceptions the rates for the consolidated list stand closer to 
zero — run numerically smaller, whether positive or negative 
— than corresponding rates for the non-consolidated list. And 
many of the differences are strikingly large, for each category 
(income and deficit); for example, consolidated rates are less 
than half of non-consolidated rates for manufacturing, much 
less than half for chemicals, and only moderately above one 
half for all divisions combined. This set of comparisons is 
particularly informing with reference to the problem which 
confronts us. 

Why should the consolidated rate run numerically smaller — 
a smaller positive figure for the income category and a smaller 
negative figure for the deficit category — than the correspond¬ 
ing non-consolidated rate? The essential reason is that, in a 
consolidated return, the numerator of the rate figure is reduced 
(numerically) by the offsetting of deficits of some subsidiaries 
against profits of others. How great the magnitude of these 
offsets may be, we have no direct means of knowing; but a 
rough indirect estimate shows them very large. Two other im¬ 
portant factors bear upon the relation between consolidated 
and non-consolidated rates. The equity of a consolidated sys¬ 
tem is generally smaller, and sometimes much smaller, than 
the aggregate equities of its constituent companies (parent and 
subsidiaries) would be if these subsidiary equities were stated 
on a non-consolidated basis. This is because, in consolidation, 
some equity securities of subsidiaries are offset against invest¬ 
ments of the parent. This factor would clearly tend to raise 
consolidated rates (numerically, that is, ignoring sign) above 
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TABLE LXXIII 


Rates op Return in 1933 for Each Division and Group, Separately 

ACCORDING AS CONSOLIDATED RETURNS WeRE OR WeRE NoT FiLED ♦ 



Consolidated 

(O 

Not consolidated 
(a) 

All 

(3) 

Divisions 

All . 

-.89 

-•74 

-.81 


396 

7.20 

S.77 


— 

-727 

-548 

Agriculture 

.76 

—4.20 

—2.91 


3-86 

4.20 

4.03 


-2.74 

-6.16 

-5-57 

Mining 

“•54 

“1-93 

“2.39 


3.12 

6.11 

5.29 


-342 

-528 

-4.17 

Manufacturing 

“•32 

1.89 

.68 


3.76 

8.62 

6.19 


-3.9S 

-746 

-5-35 

Construction 

-1.65 

-6.39 

-5.18 


2.69 

10.22 

9.19 



— 12,06 

—925 

Public utilities .. . 

.. .. —46 

2.80 

45 


363 

5.68 

452 


-2,94 

-543 

-3.2J 

Trade . 

.32 

-42 

“-25 


641 

7.84 

7.49 



-974 


Service . 

. .. —84^ 

-8.54 

-^8.52 


6.31 

7.61 

7.30 


— I2.S2 

— 14.12 

— I j.dd 

Finance 

“3-19 

-3-36 

“3-32 


6.51 

5.87 

S-9S 



—640 

-5-97 

Groups 

Foods .... 

. ... 2.34 

5.00 

3.84 


4.7s 

9-79 

7.54 


— 4,82 

-721 

-623 

Liquors .... 

6.82 

1049 

9-35 


1044 

19.67 

16.30 


— 10,67 

— 6.91 

—7.61 
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TABLE LXXIII {Continued) 



Consolidated 

(I) 

Not consolidated 
(2) 

All 

(3) 

Tobacco 

4.98 

5.93 

5B7 


12.44 

8.41 

8 .S 4 


—2.s6 

-14.96 

— 1220 

Textiles . . 

.73 

3-33 

2^ 


6.09 

8.23 

7B6 


-6.76 


-7-94 

Leather . 

2.15 

4.27 

3.69 


6.8S 

10.32 

9-51 


-541 

-14.07 

— lo.go 

Rubber 

.05 

2.74 

•59 


1.76 

6.81 

3.13 


-144 

—6.16 

— 2J0S 

Forest products. 

.... -3.56 

-391 

- 3-77 


3.91 

4.84 

4-57 


-514 

-749 

-646 

Paper . 

-.90 

2.64 

•83 


3-79 

7.92 

6.76 



-5-53 

-J.35 

Printing . 

.56 

148 

1.09 


1.84 

8.70 

546 


-330 

— 10.41 

-8.od 

Chemicals .. .. 

-.05 

6.04 

1^8 


2.26 

1048 

4.38 


-4^5 

-1245 

-5^34 

Stone . 

_ —1.09 

-1.55 

— 140 


3.10 

5.96 

5-03 


-442 

-745 

-647 

Metals . 

-•97 

— 1.03 

-•95 


S.S 5 

6.33 

S.91 


-3 47 

-576 

-424 

Miscellaneous 

- 3-34 

—2.03 

-2.58 


7.36 

8.86 

8.30 


-I 3 . 2 S 

-10.44 

— 1120 


* Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 
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non-consolidated, and the evidence of the table indicates that 
this factor may be less effective than that considered above. 

The other clearly important factor is the comparative sizes 
of the typical consolidated and non-consolidated corporations. 
Although no size classification of either list is available, the 
average size of consolidated companies runs much higher than 
that of non-consolidated. We may therefore assume that a 
greater proportion of all consolidated companies than of non- 
consolidated companies falls in high size classes. Abundant evi¬ 
dence in earlier chapters shows that rates of return are closer 
to zero — much closer and very systematically for deficit com¬ 
panies, somewhat closer but less systematically for income 
companies — in high size classes than in low. It may be urged 
that this is merely a reflection of the dominant place of con¬ 
solidated returns in the high size classes, that the very fact 
now under examination — of consolidated rates closer to zero 
than non-consolidated — accounts for the findings of earlier 
chapters. But this point of view seems not to hold in the face 
of the systematic way in which income and deficit rates con¬ 
verge toward zero cill along the size scale, and in widely 
different lines of industry, and in the face of the smallness of 
the number of consolidated returns available for scattering 
along the size scale in various divisions and groups. I conclude 
that the earlier findings tend to explain the present relationship 
— rates converging toward zero for higher size classes tend 
to explain rates nearer zero for consolidated than for non- 
consolidated returns — rather than the reverse. This conclu¬ 
sion is strengthened by the persistence of the relationship earlier 
found after abandonment of consolidated returns in 1934. 

Quite apart from the foregoing argument, the disparities 
observed between the rates of return for consolidated and non- 
consolidated companies, when income and deficit categories are 
considered separately, emphasize the necessity of giving sepa¬ 
rate attention to the two categories in our examination of the 
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classification problem resulting from abandonment of consoli¬ 
dated returns. Within a particular consolidated system, as it 
stood in 1933, there may have been various subsidiaries with 
positive rates — perhaps one or more of them large — and 
several with negative rates — perhaps one or more of them 
large — but the position of the system as between income and 
deficit categories depends upon the net result of combining all 
of these. If there had been no such consolidated return, and 
if in consequence thereof no changes had been made in the 
accounting data of the subsidiaries, some of those subsidiaries 
would have fallen in one category and some in the other. This 
shift, in classification by category, is quite as important for 
our purpose as the shift in industrial classification which re¬ 
sulted from abandoning consolidated returns. 

THE 1934 SEGREGATION 

Accordingly, the special tabulation of 1934 which shows 
aggregate 1934 figures for those companies which had been 
covered by consolidated returns in 1933 does not shift numerous 
corporations from one category to another as they would in 
effect have been shifted had consolidated returns actually been 
filed in 1934." Likewise the special tabulation which shows 
aggregate 1934 figures for those companies which had been 
covered by consolidated returns in 1933 “classified on business 
reported on the consolidated returns for 1933” does not make 
shifts between categories, but only shifts among industrial divi¬ 
sions and manufacturing groups.® These reservations are essen¬ 
tial in examining the first four columns of results in Table 
Lxxiv. In studying the two categories separately, comparisons 

‘Statistics of Income for 1934, Part 2, pp. 162-69. That no such shifts 
have been made is apparent by checking the sum of the item in Row 9 of 
the first column of p. 162 and the corresponding item on p. 170 with the 
corresponding item on p. 66 (and likewise for other columns). 

‘Ibid., pp. 186-93. If such shifts had been made, offsets of net income 
against loss would have occurred and the figures of all divisions combined 



TABLE LXXIV 

Rates of Return in 1934 for Each Division and Group, Separately 
ACCORDING AS CONSOLIDATED RETURNS WERE OR WeRE NoT FiLED 
IN 1933, AND AFTER RECLASSIFICATION ON I933 BASIS * 


Returns consolidated 
in 1933 

Returns not 

All 1934 returns 

On revised 

As classified As classified 

consolidated 

As classified 

classifi- 

m 1934 

in 1933 

in 1933 

in 1934 

cation 

(1) 

U) 

(3) 

(4) 

(s) 


Divisions 


All . 

1.76 

1.76 

1.67 

1.72 

1.72 


5.81 

S.81 

7.68 

6.7s 



— x.dr 

—1.61 

—5,22 

- 3 -n 


Agriculture t 

.78 

2.04 

-4.47 

-3.21 

-2.85 


475 

549 

4.95 

4.88 




—2.92 

- 9-50 

-8.80 


Mining . 

46 

.98 

.91 

.63 

.95 


4*7 

4.03 

7.19 

5.62 



-r.63 

— 1.04 

- 3-41 

—2.36 


Manufacturing 

2*33 

3.39 

2.78 

3.01 

3*10 


7-36 

7.29 

8.99 

8.31 



-249 

-.5<J 

—7,20 

- 4-34 


Construction ,. 

-3.94 

-1.51 

—2.64 

-2.95 

-2.39 


4.50 

4.24 

9^3 

8.56 



’-8.90 

—4,62 

— 10.10 

—9.82 


Public utilities 

.88 

.79 

3.10 

1.47 

1.28 


4.68 

3.97 

6.01 

S.13 



-3.05 

—i£o 

-449 

- 3-30 


Trade . 

4.60 

4.07 

2.52 

3.05 

2.92 


949 

8.62 

8.50 

8.77 



- 7-57 

- 3-33 

-8,89 

—8.60 


Service . 

-4.99 

-3-96 

-5.92 

-5.52 

-5.29 


7.38 

6.9s 

8.96 

8.38 



—20,63 

— 11,72 

-13-84 

-15-09 


Finance . 

2.38 

.34 

.31 

141 

.32 


S.24 

8.71 

6.38 

5.76 


Groups 

•79 

—2,41 

-2.85 

--94 


Foods . 

6.14 

7.81 

6.13 

6.13 

7.03 


8.15 

8.38 

9.36 

8.84 



-3.J5 

6,94 

- 7^3 

—6jOI 








TABLE LXXIV {Continued) 



Returns consolidated 
in 1933 

As classijfied As classified 
in 1934 in 1933 

(i) (2) 

Returns not 
consolidated 
in 1933 
(3) 

All X934 returns 

On revised 

As classified classifi- 

in 1934 cation 

(4) ( 5 ) 

Liquors 

14.10 

16.55 

10.77 

11.46 

12.58 


20.12 

20.93 

19.24 

19.43 



-4.86 

7.25 

-9-83 

-8.96 


Tobacco 

10.76 

9.01 

10.49 

10.50 

10.38 


14.14 

10.73 

11.06 

11.18 



—2.87 

-3-75 

—6.41 

-SS9 


Textiles 

-1.78 

-1.65 

•95 

.38 

.37 


4.90 

4.49 

6.95 

6.64 



-6.68 

—6.14 

-8.39 

-7.pi 


Leather 

1.54 

1.52 

3-17 

2.82 

2.78 


4.91 

5-53 

9.01 

8.08 



-9.03 

—20.07 

— 7/.00 

— 10.63 


Rubber . 

3*46 

3.31 

.07 

2.75 

2.67 


2.27 

3.13 

6.08 

3.22 



4^59 

3-50 

-9‘35 

2.26 


Forest products 

— 2.20 

— 1.61 

-3-34 

— 2.92 

— 2.62 


4.88 

5-20 

S-os 

5.00 



-4.41 

-J-5P 

— 7.60 

-6.32 


Paper 

.49 

.63 

5-49 

3 -o 6 

2.66 


5-22 

5.05 

9.67 

8.11 



-<2 73 

-1.71 

-5-^2 

-3’S3 


Printing 

-.24 

2.38 

5.68 

3.68 

4.22 


7.47 

7.67 

10.49 

9 62 



— 12.66 

— 1.84 

— 10.90 

— 11.72 


Chemicals 

1.80 

3-»8 

8.61 

3.73 

4.45 


6.9s 

7.80 

11-45 

9.22 



-•77 

37 

-8.33 

-X.37 


Stone . ... 

2.72 

3^0 

1.06 

1.64 

1.92 


S.69 

5.98 

7.14 

6.55 



-S.11 

-137 

-6.74 

-6.34 


Metals. 

2-59 

2.90 

1.86 

2.27 

2.53 


7.66 

6.62 

7.06 

7-39 



-310 

-^35 

-5-52 

-4.07 


Miscellaneous 

3.37 

5.24 

2.25 

2.71 

3.74 


12.28 

13-64 

9-72 

10.67 



—6,05 

-437 

-P-27 

-7 77 



’^Boldface t3rpe, both categories combined; ordinary type, income category; 
italics, deficit. 

t ^ third footnote to Table xx. 
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among the columns are distorted by the category shifts just 
discussed. All but one of the four columns, that for which con¬ 
solidated returns were not previously filed, are affected by such 
shifts; for even the fourth column, which combines both lists, 
is affected by shifts in category — from the basis used in 1933 
to that used in 1934 — for the very reason that it includes 
some formerly consolidated corporations. To be sure, a direct 
comparison between Columns 3 and 4 has some significance 
even with respect to the rates for the categories separately, but 
not the same significance as the comparison between Columns 2 
and 3 of Table Lxxin wherein the data of Column 3 do reflect 
allocation to categories of the consolidated returns (making up 
part of the list covered by Column 3) on a strict consolidated 
basis. 

The changed basis of determining equity in 1934 must also 
be remembered: for the consolidated returns of 1933, equity 
is a consolidated equity and probably runs less than the sum 
of the equities of the subsidiaries; for the 1934 returns which 
had been consolidated in 1933, the equity is not a consolidated 
equity but is the sum of the (now separately reported) equities 
of the subsidiaries.* For this reason also, the rates are not 
comparable with those of Columns i and 3 of Table Lxxin. The 
extent of this change in the basis of equity, and the degree of 
its effect upon the calculated rates, do not apparently admit of 
quantitative determination from the data now available. 

for net income and loss would have been reduced; items in the first two 
columns of Row 39 on p. 186 would have been numerically smaller than 
the two corresponding items on p. 162. In fact, they check exactly; and 
therefore no inter-category shifts were made in the table of p. 186. 

* I neglect the fact here and elsewhere in this chapter that this list con¬ 
tains some returns which were still filed in 1934 on a consolidated basis — 
the railroads, and those other (fiscal-year) companies which did not give 
up consolidated returns until 1935. This is a substantial, but not seriously 
large, fraction of the list. 
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PARTIAL RECONSTRUCTION OF 1934 DATA 

The analyses reported in earlier chapters of this book, so far 
as they concern comparisons between 1933 and 1934, are based 
on data corresponding to Colunm 3 of Table Lxxm and Col¬ 
umn 4 of Table lxxiv.® It is now evident that such comparisons 
are distorted, in some cases seriously, by the abandonment of 
consolidated returns in 1934. The differences between Columns 
I and 2 of Table lxxiii, while not fully measuring the effects 
under study, indicate that they may be of large magnitude. 
The lack of parallelism between the 1933-34 changes for the 
non-consolidated list (Column 2 of Table Lxxin and Column 3 
of Table lxxiv) and those for the consolidated list (Column 1 
of Table lxxiii, and — though neither is strictly comparable 
with 1933 — Columns i and 2 of Table lxxiv) also emphasizes 
the probability of distortion. That these distortions may be 
even more serious for some of the size classes may be taken for 
granted: the tendency for the consolidated companies to be 
large implies that the effects under study would be particularly 
evident in high size classes, if a size classification were 
available. 

It might be suggested that one way to avoid the difficulty is 
to rest 1933-34 comparisons upon the non-consolidated returns 
(Column 2 of Table LXXin and Column 3 of Table lxxiv), on 
the ground that these figures are free of any distortion due to 
the change in law. But these figures cover less than two thirds 
(in terms of importance) of the entire corporation list, and 
less than half in certain lines of industry; and they run on the 
average much smaller than the consolidated corporations, and 
therefore smaller than (on the average) all corporations. A 
hurried comparison of appropriate columns (confining chief 

'Such analyses cover also the size classes; but separate size-class data 
for consolidated returns are not available, with the result that the work of 
this chapter is limited to classification on an industrial basis. 
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attention to rates for both categories combined) in the two 
tables shows that this procedure would deeply alter the indi¬ 
cated 1933-34 changes (as reported in previous chapters) for 
most lines of industry.^ But, significant as these indicated 
alterations may be, the complete elimination of the consolidated 
returns is no answer to our problem: the consolidated returns 
constitute too large and too peculiar a section of corporate 
industry to warrant treating the non-consolidated returns as a 
representative sample of the entire corporate list. 

An alternative suggestion is that the 1934 results (Column 4 
of Table lxxiv) be modified by using the classification basis of 
1933, and this yields the results shown (for combined cate¬ 
gories only, as separate categories are less trustworthy) in 
Column 5. The figures for net profit (or loss) after tax for 
1934 returns not consolidated in 1933, and for those which 
were consolidated in 1933 classified on the 1933 basis, were 
added — separately for each category and each line of industry 
— and the same addition was made for equity.^ The result 
was a new set of figures for net profits after tax and equity, 
differing notably (except for all divisions combined, of course) 
from those on which Column 4 rests. From these new figures 
the rates of Column s were computed. 

That this is only a partial reconstruction of the 1934 results 
on a basis comparable with 1933 must be emphasized. The two 
great defects have already been noted, by implication, in earlier 
pa^es of this chapter. The reclassification of 1934 data on the 
1933 basis refers only to the industrial classification, and does 
not make the shifts between categories which actual consolidated 
returns would make.^ This defect damages the reconstructed 

*And, if size classifications were available, we should find without 
doubt notable alterations in the curves relating rate of return to size of 
corporation. 

’Data in the source at pages 170-77 and 186-93. 

‘Other possible offsets between items in the income account of a con¬ 
solidated return are here ignored. 
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rates for the separate categories, but not for both categories 
combined (Column 5). The second defect is the basis of reck¬ 
oning equity: the reclassification of 1934 data did not recon¬ 
struct the equity as it would have appeared on a consolidated 
basis. Hence the denominators used in getting Column s are not 
on a basis comparable with 1933, generally running larger than 
they would be if strictly consolidated; and this defect damages 
the rates (not shown) for the separate categories and those for 
both combined.® As already suggested, these two defects may 
not (probably do not, in many specific consolidated corpora¬ 
tions) operate in the same direction, and we may hope that 
in many cases they partially offset each other. 

In any event, it is clear that the results of Column 5 are not 
a complete reconstruction of 1934 rates on a basis comparable 
with 1933, and we can not even be sure that they afford an 
unmistakably better means of comparison than the figures of 
Column 4. But the very fact that we are uncertain whether 
Column 4 or Column 5 yields better comparisons with 1933 
adds importance to the differences between them: if two equally 
good — so far as we know — estimates of a single unknown 
magnitude are available, the presence of a wide discrepancy 
between them warns us against making precise inferences. Here 
the differences (except for all divisions combined, figures for 
which of course were not changed by industrial reclassifica¬ 
tion) are numerous and in some cases substantial. The one 
very large difference is for the finance division; but substantial 
differences appear for such groups as foods, printing, and chemi¬ 
cals. In general, however, the differences are not large; and, 
if it were not for the two defects of unknown magnitude out- 

’ I neglect here a joint consequence of the two defects. By the method 
used for reckoning average equity for the year, the net profit or loss shares 
in determining the actual equity figure used in the denominator of the rate. 
Hence the rates for separate categories in Column $ suffer further damage 
on this account. 
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lined above, we should infer that Column 5 largely substantiates 
Column 4 and suggests the validity of 1933-34 comparisons 
based upon Column 4. 

Nevertheless, the possibility that the two defects noted above 
— really only the second defect, that in the equity, is significant 
for the rates for income and deficit categories combined — may 
influence the calculated rates in serious degree must not be 
overlooked. While the results of Column 5 strengthen my con¬ 
fidence that 1933-34 comparisons, as reported in previous chap¬ 
ters for entire divisions and groups, are tolerably trustworthy, 
the reader is cautioned that concealed errors of significant 
magnitude may exist in such comparisons. This applies also, 
of course, to comparisons of years after 1934 with 1933 and 
earlier years. I further believe that the danger of error is even 
greater for separate size classes, because it seems probable that 
the defects noted may work with particular force in certain 
size ranges. How extensive these errors are will perhaps never 
be determined, because the compilation of needed information 
seems very improbable; and we must continue to regard the 
time comparisons of the profits data as subject to a break, and 
possibly a serious break, in homogeneity in 1934. 

MAGNITUDE OF THE SHIFTS 

As a final batch of evidence in this chapter, some indications 
can be given of the size of the changes in make-up of different 
divisions and groups, resulting from the legal change in 1934. 
Statistics of Income publishes an informing table indicating the 
number of corporations gained or lost by specific divisions or 
groups, as a result of the 1934 abandonment of consolidated 
returns, and giving specifically the divisions and groups in 
which the corporations of a particular division or group in 
1934 had been classified in 1933.^“ Inferences from this table 
as to gains or losses, in number of corporations, for particular 

“ Part 2 of 1934 issue, pp. 25-27. 
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divisions or groups are clear: because the table gives the actual 
number of corporations in each division or group as they were 
classified on each basis, that for 1934 and that for 1933. But a 
general difficulty limits any interpretation of these figures: the 
number of companies is no fair index of importance; and, al¬ 
though the consolidated systems are generally large, the sub¬ 
sidiaries of such systems may differ widely in size. Any 
satisfactory study of the importance of the shifts which took 
place must therefore rest upon a more informing figure than 
mere number of corporations. 

Selection of such a figure from the accounting items is not 
easy; for 1933-34 was a time of extensive and diverse cyclical 
and irregular changes in industry, and any reconstruction of 
1934 data according to 1933 classification would give no trust¬ 
worthy indication of the 1933 levels — actual or comparative 
— of those data. Moreover, certain accounting items were sub¬ 
jected to actual changes by the abandonment of consolidated 
returns. Thus, investments other than tax-exempt were about 
26 billion dollars for the consolidated returns in 1933, but over 
47 billions in 1934 for the corporations which had been covered 
by consolidated returns in 1933. While some of this change 
may have reflected actual purchases (partially offset by sales) 
of securities by these corporations, the great bulk of the change 
reflects merely the listing as investments of intercorporate 
holdings of securities formerly offset in the consolidated re¬ 
turns. Similar, but perhaps less striking, changes appear in 
numerous other items; and the aggregate effect of such changes 
is a large change in total assets, and net effects appear also in 
such residual items as equity. 

If we ignore the implied 1933 levels, however, numerous ac¬ 
counting items are available for testing the importance of shifts 
in classification (only according to industry, however) in 1934- 
Such an item is total assets, and the shifts in terms of this 
figure are shown in Table lxxv. Here the results are reported 
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only for both categories combined because, as previously noted, 
the “reclassification” applied to 1934 data reassigned them (on 
the 1933 basis) by industrial lines but did not reassign them 
as between income and deficit categories. Very large absolute 
changes appear in the manufacturing and finance divisions and 

TABLE LXXV 

Estimated Net Reduction (-) or Increase (+) in Total Assets Due 
TO THE Reclassification of 1934 Following Abandonment of 
Consolidated Returns * 


Divisions: 

Agriculture. 

33.601 

Groups {continued ): 
Tobacco . 

—58,822 

Mining . 

198,267 

Textiles . 

-69,599 

Manufacturing ... 

. -14,103,027 

Leather . 

-70,476 

Construction. 

75.987 

Rubber. 

-175.956 

Public utilities ... 

• -15.529.668 

Forest products ... 

-156,632 

Trade . 

782,683 

Paper . 

—496.88s 

Service . 

-1317830 

Printing . 

- 5 * 3.592 

Finance . 

28,766,673 

Chemicals . 

-5,163,086 

Groups: 


Stone . 

- 77.339 

Foods . 

. -1,432,508 

Metals . 

-5.374.232 

Liquors . 

-123,219 

Miscellaneous . 

-380,663 


* In tiiousands of dollars. 


in several manufacturing groups, and important percentage 
changes appear in numerous other divisions and groups. The 
indicated relative changes differ somewhat according as the 
base figure for the ratio is taken from the assets figure for the 
“consolidated” list or from that for the total list of all corpo¬ 
rations whether consolidated or not. Manifestly the abandon¬ 
ment of consolidated returns caused a heavy loss of assets to 
the manufacturing division, and a heavy gain to finance. Such 
a statement must be qualified, however, by remembering the 
points raised above: the 1934 assets, classified on the 1933 
basis, are not comparable with the 1933 assets. Moreover, these 
figures showing changes are net figures: a much greater shifting 
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of assets probably occurred, but some shifts into a single di¬ 
vision (or group) were matched by shifts outward. Only the 
unmatched shifts contribute to the changes shown in the table. 

In this sense, the present figures (and those reported later 
in this chapter) are less satisfactory than the published fig¬ 
ures on number of corporations affected by the shifts. More¬ 
over, unlike the special tabulation of corporations by number, 
these figures give no key as to specific shifts: they do not show 
from what divisions (on the 1933 basis) the 1934 increase in 
assets of a particular division came. Thus, we may not infer 
that because manufacturing lost heavily in assets, and finance 
gained heavily, the bulk of the shift was from manufacturing 
to finance. The figures might have resulted if a huge shift from 
manufacturing to trade, and one from trade to finance, had oc¬ 
curred. Without doubt, a substantial shift did occur from 
manufacturing to finance, but no clear evidence of the magni¬ 
tude of this shift can be secured from the data.^* 

In case we desire comparisons, similar to that of Table lxxv, 
which are free or tolerably free from the actual changes in 
accounting items — such as the change in non-tax-exempt in¬ 
vestments— caused by the abandonment of consolidated re¬ 
turns, no accounting figure like total assets is acceptable. 
Several items, in either the balance sheet or the income account, 
may be suggested as tolerably free from the offsets incident to 
consolidated returns. Several such items were examined: net 
capital assets, inventories, tax-exempt investments, compensa¬ 
tion of officers, depreciation, depletion, and taxes (other than 
Federal). Some of these may in very small degree be affected 
by offsets; but all of them are nearly free of such influences, 

” In a limited way, however, much can be accomplished in this direction 
by studying some of the other accounting items. Thus, shifts into the 
mining division can be traced in part, but by no means precisely, from the 
depletion figures; and, less satisfactorily, rent paid supplies a helpful key 
for trade. But, broadly speaking, we can make no satisfactory appraisal 
of the “origin” and “destination” of the corporations which were shifted. 
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and some of them completely so. But nearly all of these 
figures do have another flaw for the present purpose; each of 
them, perhaps without exception, is of greater significance in 

TABLE LXXVI 

Estimated Net Reduction (—) or Increase (+) in Net Capital 
Assets and in Inventories Due to the 1934 Reclassification * 

Net capital assets Inventories 


Divisions: 

Agriculture . 68,997 5»373 

Mining . 652,668 —26,248 

Manufacturing. —2,438,540 —292,718 

Construction. 77>295 12,257 

Public utilities . —28,639 —100,211 

Trade. 26,064 494»233 

Service . 358,872 -2,075 

Finance . 1,318,612 3»9i6 

Groups: 

Foods . —169,767 —44,613 

Liquors . —2,213 -I4>4S3 

Tobacco . —4,186 —1*065 

Textiles . 11*275 5*866 

Leather . -18,515 -12,393 

Rubber . —40,754 —9,682 

Forest products. —44,521 —3 *706 

Paper . —64,720 — 4*954 

Printing. —64,908 —1*724 

Chemicals . —789,968 —141,455 

Stone . 18,797 4,068 

Metals . —1,222,923 —71,113 

Miscellaneous . —46,139 2,508 


* In thousands of dollars. 

some lines of industry than in others. Such figures are there¬ 
fore not satisfactory measures of importance as among indus¬ 
tries,^® though each such figure may be definitely better than 
the mere number of corporations. The various results of these 


” On a percentage basis, these difficulties are somewhat reduced. 
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tests are not reported in full; but Table lxxvi gives the figures 
for the two most satisfactory tests, net capital assets and in¬ 
ventories. Both series show heavy losses for the manufacturing 
division and most of its groups. Inventories show a far more 
important gain for trade, on a percentage basis, than does 
net capital assets; and the reverse statement applies to finance. 
Perhaps some composite of these various items, which are not 
affected by offsets in consolidated returns, could be worked out, 
and would provide a test of the comparative importance of 
shifts among divisions not distorted by the peculiar significance 
of such composite to any one line of industry. I see no satis¬ 
factorily simple or logically sound way of developing such a 
composite, and am content to neglect it because its availability 
would still leave unanswered the crucial questions as to where 
a shift started and where it ended and as to the degree to which 
net figures conceal gross shifts some of which are matched in 
opposite directions. I leave the evidence in this incompletely 
digested form with the single conclusion, supported by all the 
evidence, that the 1934 change in tax law brought a huge shift 
among industries, in assets and indeed in various items of the 
balance sheet and income account. 



XXVIII 


TECHNICAL POINTS 

The present chapter includes descriptive and explanatory 
remarks on several technical points raised in the general treat¬ 
ment of foregoing chapters. Less general points have been dis¬ 
cussed from time to time as they arose. 

average equity for the year 

The denominator figure is a somewhat imperfect estimate of 
the average equity for the year. It rests upon one item which 
is known from the published tabulations, the equity at the end 
of the year, and one item which is estimated, the equity at the 
beginning of the year. Even if the beginning-year equity were 
not subject to errors in estimating, taking average equity as the 
simple mean of the beginning-year and end-year figures would 
not be entirely satisfactory. The course of change in equity 
during the year may not be along the straight line from the 
beginning-year to the end-year level which this simple average 
implies; it may in fact depart notably from such a line, par¬ 
ticularly in cases involving issuance or retirement of stock. 
No evidence exists permitting an adequate allowance for this 
non-linearity; and the method used is the best available make¬ 
shift, but is subject to a considerable possible error. 

In any case, the beginning-year equity is merely an estimate, 
and is liable to particularly important errors in years when 
issuance or retirement of stock bulks large or revaluations of 
assets are numerous and substantial. The estimate of begin¬ 
ning-year equity has admittedly taken account of only two 
factors which can change the equity during the year — net 
earnings (or loss) after taxes, and dividends paid. The former is 
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an addition to, and the latter a subtraction from, the beginning- 
year equity in passing to the end-year figure. No satisfactory 
estimate could be made for the other factors — chiefly changes 
in amount of stock outstanding through issuance or retirement, 
and revaluations of assets — which may change equity during 
the year. These factors manifestly are likely to operate with 
different force in different years. Particularly with reference 
to revaluations, much evidence exists that the early years of 
the six-year period under study must have been marked by 
extensive changes. 

If allowance could have been made for these factors, the 
calculated rates of return would certainly have been more 
precise. That significant changes in the indicated cyclical 
course of rates of return might have resulted seems entirely 
likely; and probably indicated differences in level of rate, espe¬ 
cially between 1936 and 1931, would have been altered. That 
significant changes in the indicated relation between the rate 
of return and size would have appeared seems less likely. To 
establish a probability of such changes, we should have to 
premise that the factors not allowed for are more influential 
in certain size classes than others. If, for example, downward 
revaluations of assets were more important relatively in high 
size classes than in low, the beginning-year estimates of equity 
would run too small in both sizes but more so for the high than 
for the low. Hence, our rates of return run too large for both 
sizes, but more so for the high than for the low. This implies 
that our rates of return show too great an increase with increase 
of size. No clear evidence exists, however, on the question 
concerning unequal importance of revaluations in different size 
classes. We may suspect the differential is as suggested above, 
but our opinion is perhaps prejudiced by the accident that re¬ 
valuations by prominent companies get into the financial news. 

So far as the two adjustments which were made in estimating 
beginning-year equity are concerned, the clear effect was to re- 
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duce the indicated increase of rate of return with size. In 
other words, if we had used end-year equity as the denominator 
of the rate of return, the indicated increase of rate with 
size would have been greater than that shown in the charts. 
The chief reason for this, of course, is that the aggregate net 
loss of the corporations of the lowest size class is so considerable 
a fraction of the equity that its application to the end-year 
equity, in getting the beginning-year figure, necessarily pro¬ 
duces a large change. The dividends-paid adjustment seems 
to have had less bearing on the outcome, though even this 
factor produced in some cases a comparatively greater change 
in equity for small corporations than for large. 

It may be suggested that comparison of the actual equity for 
the end of one year with the estimated equity for the beginning 
of the following year would disclose the extent of the effects 
upon equity due to the factors for which no allowance was 
made. At best, this device is clearly effective only for all divi¬ 
sions combined (with both categories combined), and even in 
this case possible error enters because of the entrance of new 
corporations and disappearance of old corporations (in the 
tabulations) from one year to another. For the separate divi¬ 
sions and groups, the comparison is still less trustworthy, be¬ 
cause of shifts in industrial classification. This is emphatically 
clear in comparing 1933 with 1934, because of classification 
shifts resulting from the abandonment of consolidated returns. 
Comparisons limited to specific size classes are even less useful 
because of shifts of corporations, between one year and the 
next, from size class to size class. Finally, such comparisons for 
either income or deficit category separately are practically 
worthless, because of the very large annual shifts of corpora¬ 
tions between the categories. 

Ignoring therefore the classification by size and category, 
we present in Table Lxxvn the tabulated end-year equity for 
comparison with the estimated equity at the beginning of the 
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following year, in the cases of all divisions combined and each 
division and each group. Only five comparisons are available 
in each case, as no figure for the end of 1930 was tabulated and 
none for the beginning of 1937 could be estimated. 

The record for all divisions combined shows the end-year 
equity higher than the estimated equity of the next year in 
every case except 1933. In that case, the excess of the begin¬ 
ning-year equity of 1934 over the end-year equity of 1933 can 
be ascribed entirely to the abandonment of consolidated returns 
in 1934. That legal change, through the elimination of offsets 
formerly made among the subsidiaries of a consolidated system, 
greatly increased the reported equity for 1934. We can not be 
sure that beginning-year equity of 1934, if it had been reported 
on the former basis, would have been below the end-year equity 
of 1933; but very strong reason exists for believing so. Simi¬ 
larly, the smallness of the indicated difference between the 
1934 end-year and the 1935 beginning-year figures may be 
ascribed to the change in the law: abandonment of consolidated 
returns did not go into effect until 1935 for certain fiscal-year 
companies. The three other comparisons show substantial 
differences all in the same direction: estimated beginning-year 
equity is below the actual end-year figure of the preceding 
year. Waiving changes in coverage of the tabulations — new 
corporations entering and old corporations leaving the list — 
these facts indicate clearly that our estimating method neglected 
in these years factors which together would have raised the 
beginning-year estimates. The most probable explanation is in 
downward revaluations of assets — omission of allowance for 
such revaluations in our estimates would render those estimates 
too low. 

Consideration of the similar figures for various divisions and 
groups reveals mainly like tendencies, although irregularities 
in particular years appear in certain groups and divisions. In 
general, the indications for separate divisions and groups are 
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TABLE LXXVII 

Comparison of Equity at End op Each Year with Corresponding- 
Class Equity at Beginning op Following Year* 




End of 
year 

Beginning of 
next year 


End of 
year 

Beginning of 
next year 



All divisions combined 


Agriculture 

1931 


I43»262 

141,215 

1931 •... 

1.348 

1,430 

1932 


133.569 

131,725 

1932 .... 

1,339 

1,248 

1933 


127.578 

143.947 

1933 .... 

1,206 

145s 

1934 


I4I»586 

140,049 

1934 .... 

1,384 

1,344 

1935 


138.931 

134,157 

1935 .... 

1,322 

1,299 



Mining 


Manufacturing 

1931 


7,340 

7.283 

1931 .... 

47,640 

46,868 

1932 


6,988 

6,755 

1932 .... 

43,976 

44,204 

1933 


6,506 

7.360 

1933 .... 

43,341 

38,577 

1934 


7ii4i 

6,764 

1934 .... 

38,155 

37,656 

1935 


6,557 

6,585 

1935 •... 

37,611 

38,284 



Construction 


Public utilities 

1931 


1,259 

1,252 

. 1931 .... 

36,875 

36,885 

1932 


1,124 

1,078 

1932 .... 

35,828 

35,027 

1933 


997 

956 

1933 .... 

34,192 

34,623 

1934 


905 

857 

1934 .... 

33,915 

33,131 

193s 


826 

819 

1935 .... 

32,363 

30,520 



Trade 


Service 

1931 


11446 

11,158 

1931 .... 

3472 

4,240 

1932 


10,174 

10,124 

1932 .... 

3,790 

3,245 

1933 


9,886 

10,569 

1933 .... 

2,940 

2,980 

1934 


10,498 

10,339 

1934 .... 

2,758 

2,901 

1935 


10,285 

10425 

1935 .... 

2,716 

3,534 



Finance 


Foods 

1931 


33,750 

31,994 

1931 .... 

5,133 

5,148 

1932 


30,253 

29,977 

1932 .... 

4,930 

4484 

1933 


28,448 

47407 

1933 .... 

4465 

4,067 

1934 


46,813 

47.041 

1934 .... 

4,064 

3,881 

193s 


47,242 

42,692 

1935 .... 

3,905 

3,971 



Liquors 


Tobacco 

1931 


... 


1931 .... 

950 

917 

1932 


... 

... 

1932 .... 

942 

939 

1933 


566 

563 

1933 .... 

898 

872 

1934 


60s 

644 

1934 .... 

867 

841 

1935 


666 

773 

1935 .... 

847 

841 
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TABLE LXXVII {Continued) 




End of 
year 

Beginning of 
next year 


End of 
year 

Beginning of 
next year 



Textiles 


Leather 

1931 • 


3.848 

3,799 

1931 .... 

1.033 

699 

1932 . 


3.463 

3.445 

1932 .... 

636 

622 

1933 . 


3479 

3.460 

1933 .... 

626 

562 

1934 • 


3.3 7 S 

3.343 

1934 .... 

556 

561 

193s • 


3.306 

3,263 

193s •••• 

573 

570 



Rubber 


Forest products 

1931 . 


822 

790 

1931 .... 

2,065 

2,120 

1932 • 


739 

750 

1932 .... 

1,907 

1,882 

1933 • 


747 

776 

1933 .... 

1,799 

1,69s 

1934 . 


781 

650 

1934 .... 

1,613 

1,582 

193s • 


6 S 9 

648 

193s •••• 

1,535 

1,542 



Paper 


Printing 

1931 . 


1.778 

1,802 

1931 .... 

1,961 

2,006 

1932 . 


». 7 i 7 

1,681 

1932 .... 

1,909 

1,888 

1933 . 


1,666 

1,592 

1933 .... 

1,861 

1,627 

1934 • 


I.S 93 

1,551 

1934 .... 

1,605 

1,602 

193s . 


1.SSS 

1,509 

1935 .... 

1,609 

1 , 6 SS 



Chemicals 


Stone 

1931 . 


11,424 

10,888 

1931 .... 

1,674 

1,638 

1932 . 


10,549 

10,233 

1932 .... 

1,516 

1,497 

1933 • 


9,997 

7.832 

1933 .... 

1,452 

1,449 

1934 • 


7.776 

7,995 

1934 .... 

1,428 

1.450 

1935 • 


7.892 

8,225 

1935 .... 

1446 

1458 



Metals 

Miscellaneous Manufacturing 

1931 . 


15,770 

15,573 

1931 .... 

1,502 

1,490 

1932 . 


147319 

14.951 

1932 .... 

1,347 

1,298 

1933 . 


14 , 55 * 

12,970 

1933 .... 

1,237 

1,114 

1934 . 


12,788 

12,492 

1934 .... 

1,102 

1,06s 

193s . 


12,555 

12,729 

193s. • • • 

1,066 

1,100 


♦ Unit: millions of dollars. End-year figure compiled from source, beginning- 
year figure estimated. 
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less consistent than for all divisions combined; and this prob¬ 
ably follows in part from changes in industrial classification. 

LOGARITHMIC SCALE OF THE CHARTS 

The horizontal scale of every chart shown in the book, except 
where that scale is a time scale, is logarithmic. This choice 
was made for a mechanical reason: the size classes are very 
narrow at the low end and very wide at the high end, and a 
scale which would show the desired detail at the low end with¬ 
out stretching too far to the right therefore had to be chosen. 
The result is to give a different appearance to the curves from 
that which would appear on an arithmetic scale: in general, 
the curvature is decreased at the low end of the size scale and 
increased at the high end. Moreover, the change in level of the 
curve per lateral inch of chart is less at the low end and more 
at the high end than it would appear on an arithmetic scale in 
a chart of equal width. In other words, a visual examination of 
the chart, without careful attention to the scale, is likely to give 
a false impression of the change in level of rate per unit (say 
$50,000) of size — an impression of change too small at the 
low end and too great at the high end. It must be concluded 
that most of the charts imply only an exceedingly gradual 
change of rate of return with size above some intermediate level, 
say above $500,000. 

In the actual plotting, of course, no zero of the horizontal 
scale could be shown; and the left boundary of the charts is 
therefore not the bottom (zero) of the lowest size class, but 
was taken at $1000. In any one class interval, except the top 
class, the rate pertinent to that class was assumed to apply to 
the arithmetic mid-point of the class — the simple mean of the 
two boundaries of the class. In the actual chart, such a point 
appears slightly to the right of the apparent mid-point of the 
interval, because of the progressive compression of the loga¬ 
rithmic scale toward the right. The assumption that the class 
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rate applies to the arithmetic mid-point of the class is generally 
not valid, especially as most of the evidence indicates that these 
frequency distributions of corporations according to size of 
assets are skewed so greatly as to be practically if not precisely 
/-shaped. For such a distribution the arithmetic mid-point is 
too high an estimate of the “center of gravity” of a class. It 
might have been preferable to calculate, for each class, the aver¬ 
age assets in the class — dividing the total assets of the class by 
the number of corporations. These averages would undoubtedly 
have differed from industry to industry, from year to year, and 
between the income and deficit categories; and in general the 
result would have been a small and irregular shift of the curves 
toward the left. Although this would undoubtedly have yielded 
a more nearly accurate picture, certain disadvantages in having 
the corresponding points for different industries, years, and 
categories fall at different points on the horizontal scale led to 
the adoption of the cruder method. 

The single exception pertains to the top size class. Here, as 
no upper boundary is known, the simple scheme used for 
other classes could not be used.‘ Instead, in all these cases, 
the point of the horizontal scale to be used in plotting was 
taken as the average per corporation of the aggregate assets in 
the top class. This explains why in many of the charts, even 
where none of the high size classes are grouped together in the 
official tabulations, the horizontal position of the right end of 
the curve varies from year to year. In 1936, of course, another 
factor enters; in that year the over-50-million class is broken 
into two new classes, one up to 100 millions, the other above 
too millions. The plotted point for the latter is necessarily 

' Strictly, the maximum value of the upper limit can be determined in 
each case. Thus if six corporations fall in the so-million-and-over class, 
and have aggregate assets of 365 millions, no one of the six can have above 
11$ millions. But to assume one of them is that large is to imply a degree 
of /-shapedness perhaps even greater than that suggested by most of the 
data. 
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farther right than would be the single point for the two classes 
combined on the former basis. 

In all cases in which the Treasury tabulations group together 
two or more high classes to conceal the data of a single corpo¬ 
ration the same rule applies. The “and over” class then reaches 
down to the bottom, on the size scale, of the classes thus 
grouped; and, for this compound “and over” class, average 
assets per corporation determined the horizontal location of 
the plotted point. This explains why the right ends of some 
of the curves for smaller divisions and groups appear at irregu¬ 
larly located points well below the top of the size scale. 

GROUPED SIZE CLASSES 

The combination, in official tabulations, of two or more high 
size classes in order to conceal the accounting data of a single 
company is a fairly common defect in the data for our purposes. 
Such combinations occur chiefly in the smaller divisions or 
groups, for all larger divisions or groups generally have two or 
more companies in each category in the top size class. The 
combinations, even for a particular group or division, vary from 
year to year and between categories. Thus, data for one year 
may contain a classes-grouped case while data for another year 
may not, in a particular division or group. And the income cate¬ 
gory may contain a classes-grouped case while the deficit cate¬ 
gory does not, in any one year. 

Broadly speaking, we have made the maximum possible use 
of the data. A category which had no grouping, whereas the 
other category did, was studied with respect to the given 
classes separately; and the summary tables of rates (see, for 
example. Table xvn) give the full detail. Figures for both 
categories combined, however, must carry classes-grouped as 
far down the size scale as the grouping extends in either cate¬ 
gory. Hence, in the summary tables, the classes-grouped figure 
for the combined categories in any one year reaches as far 
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down on the size scale as that for the category (among the two) 
which reaches farther down. Generally, in such cases, a classes- 
grouped figure does not appear for the other category; but for 
that category rates pertinent to the separate classes are shown. 
Where a classes-grouped figure appears for each category, it 
may be assumed that it reaches down to the top of the highest 
size class showing a separate rate figure in that category. 

In a few cases, no corporation appeared in the top size 
class, for one category or the other; and, although these cases 
probably cause no false impressions in the tabulations, they 
can be identified by inference or by examining the source 
tabulations. 

In a very small number of cases, the official tabulations skip 
a class in reaching back to make up the classes-grouped com¬ 
bination. Thus, separate figures may be tabulated for the 
io-50-million-dollar class, whereas the 5-10-million-dollar class 
and the over-so-million-dollar class are grouped. In such cases, 
the only satisfactory procedure has been to include the isolated 
class in “classes grouped” — in the illustration given, the 
entire range above five million dollars is called a grouped class. 
This sacrifices slightly the detail which might be presented from 
the available record, but such presentation would be misleading 
because the isolated class is within the size range of the two 
grouped classes. 

Finally, in making up six-year averages of rates, grouping of 
classes had to be carried as far down the scale in every year 
as it reached in any year, for each particular division or group. 
The result is that such charts obscure considerably the detail 
available annually near the right ends of the curves. An ex¬ 
ample appears in Chart xxvi. 

SIX-YEAR AVERAGES OF RATES 

In showing summary comparisons between divisions and be¬ 
tween groups in Chapter III, a single curve for each division 
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and group — to be fairly typical of all six years — was desired. 
After some experimentation, simple averaging of the six annual 
rates of each size class was chosen as the means of securing the 
typical figure. This same method was used also in the summary 
comparisons (like Chart iv) of income and deficit categories 
with each other and with both combined. The warrant for this 
procedure is open to examination. 

In effect, the procedure accepts the corporations actually in 
a size class (each category separately) in a particular year as 
a sample of corporations in that size class, and treats the six 
annual samples as equally good in yielding “observations” on 
the rate of return for the class. As the year-to-year variation in 
rate is wide in many cases, the six observations have rather wide 
dispersion, and the average figure is therefore not highly trust¬ 
worthy as a typical summary number. This defect is probably 
greater for the separate categories than for both combined, and 
for low size classes than for high. 

An alternative procedure might have rested upon weighted 
averages of the six annual rates: the six figures for profits after 
taxes might have been summed, and divided by the sum of the 
six equity figures. In general, this would result in giving low 
weight to low (or high negative) rates, and high weight to high 
rates; because equity tends to run larger as profits run larger. 
This effect, again, would be most noticeable when the categories 
are considered separately. This technical bias in the weighting 
was regarded as adequate reason for abandoning the weighted 
averages in favor of simple means of the six annual rates. 

The simple means are admittedly, however, not highly pre¬ 
cise typical figures; and the inferences drawn from the six-year 
average curves should accordingly be carefully qualified. The 
summary figures do, in many cases, largely eliminate the irregu¬ 
larities appearing in individual size classes in particular years, 
and yield accordingly a fairly smooth curve giving a simplified 
impression of the relation between rate of return and size. 
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Such smoothness is nevertheless merely a helpful guide, and 
probably does not portray reality. 

SPECIAL SUMMARY DEVICES 

Examination was made of several analytical devices which 
might summarize the findings along lines apparently more sim- 

TABLE LXXVIII 

Comparison of Rates of Return for All Divisions Combined, in 1935, 
WITH Logarithms of Logarithms of Centers of Size Classes 


Lower limit Center of Log of Log of Rate of 

of class * class t ft c return t 

(«) (ft) (c) id) (e) 


o . 25 1.3979 .1455 - 10.77 

50 75 1*8751 .2730 “I.24 

100 . 175 2.2430 .3508 .70 

250 . 375 2.5740 .4106 1.81 

500 . 750 2.8751 .4587 2.07 

1,000 . 3,000 3.4771 *5412 2.87 

5)000 . 7,500 3*8751 *5883 2.90 

10,000 . 30,000 4.4771 .6510 4.29 

50,000 . 211,000 53243 7262 4.33 


♦ In thousands of dollars. 

t Averages of lower and upper limit, except in top class where it is average 
assets per corporation, in thousands of dollars. 
t From Table n. 


plified, and perhaps more readily seen if not understood. The 
outcome of these tests was not sufficiently satisfying to justify 
their systematic use in the main chapters, but two of them 
are mentioned here as mere suggestions of possible further 
technical steps — apart from economic interpretation — in the 
analysis of rates of return. 

The shape of the typical curve on the logarithmic scale (for 
example, any curve of Chart i, except those for 1933 and 1936) 
suggested that plotting on a log-log scale (this, be it noted, is 
different from a so-called double-log chart) might convert the 
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curve nearly to a straight line. Considering the 1935 case for 
all divisions (and both categories) combined, we have the per¬ 
tinent facts in Table lxxviii. Plotting a chart with Column d 
measured horizontally and Column e vertically (both scales 
arithmetic) will show that linearity is not yet even approxi- 

TABLE LXXIX 

Rates of Return for Classes Cumulated from the Bottom, 

All Divisions Combined, in 1935 


Upper limit Cumulative 

o{ cumulated net profits Rate of 

classes * after taxes t Cumulative equity t return 


SO . —200.1 i,8S7 —10.77 

100 . - 227-3 4 ,oS 9 -S-6o 

*50 . -I 94 -S 8,773 -2.22 

Soo . -103.7 13.804 - 75 

1,000. 25.3 20,050 .13 

5.000 . 567.4 38,959 1-46 

10,000. 8524 48,738 1.7s 

50,000 . 1,902.5 73,234 *- 6 o 

None. 4,778.1 139.540 3-43 


♦Unit: $1,000. 
tUnit: $1,000,000. 

mately realized. Similar tests applied to certain divisions and 
groups also failed to produce linearity, although the curvature 
shown in the main charts of the book was of course generally 
reduced. 

The second device tested consisted in calculating rates of 
return for cumulative classes, beginning with the bottom. Thus, 
the lowest class and the next were combined by adding their 
figures for profits after taxes and for equity; and the corre¬ 
sponding rate of return was calculated by dividing the first of 
these sums by the second. Then the third class from the bottom 
of the size scale was added in, and so on. These computations 
are illustrated, for all divisions combined in 1935, in Table 
LXXIX. The final column shows, in each figure, the average rate 
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of return for all corporations below the size limit shown at the 
left. The possibility that rates calculated on this cumulative 
basis, when appropriately plotted, might conform to some 
simple type of curve — possibly a nearly straight line — or 
suggest some other simple relationship was not realized in this 
case. The test has not been applied to other years for all divi¬ 
sions combined, or to separate divisions and groups in any year; 
and I merely notice the method here as one of the possible 
devices worthy of further examination. 




APPENDIX 

Certain tabulations which bear upon the foregoing analysis 
in general, or upon particular parts thereof, are brought to¬ 
gether here to avoid inserting them at particular points in the 
main treatment. Table A presents the basic estimates of Fed¬ 
eral taxes by size classes, which were needed in order to derive 
the numerator of our rate-of-return figure from the published 
data on profits or losses. The method of securing these esti¬ 
mates is explained in Chapter XXVI. 

Table B presents the six-year averages of rates of return, 
which were used in making the series of charts (like Chart iv) 
which compare income and deficit categories with each other 
and with both combined. 

Table C presents 1936 rates of return for the two new groups 
into which each of three old groups — metals, chemicals, and 
textiles — was divided for the first time in that year. 




TABLE A 

Final Tax Estimate, to be Deducted from Compiled Net Profit or 
Loss TO Obtain Numerator of Rate-of-Return Ratio ♦ 

I. INDUSTRIAL DIVISIONS 


Size 

Class t 

1931 

*932 

*933 

*934 

*935 

I 

Und. pro 




AGRICULTURE 




0 . 

35 

40 

98 

134 

181 

24 

164 

SO . 

40 

40 

82 

144 

199 

37 

255 

100 . 

127 

86 

211 

429 

450 

81 

586 

250 . 

144 

80 

155 

361 

436 

67 

520 

500 . 

147 

96 

211 

335 

494 

94 

777 

1,000. 


I4I 


80s 

1,658 

222 

1,898 

5»ooo. 




549 

850 

II7 

1,003 

10,000. 






. . . 

... 

50,000. 



... 


... 

. . . 

... 

100,000. 



... 

... 

... 

. . . 

... 

Grouped .. 

666 

164 

1,362 

1,430 

1,784 

313 

2.583 

Error §. 

54 

77 

-37 

2 

78 

ss 

90X 




MINING 





0 . 

92 

261 

440 

683 

614 

67 

630 

SO . 

116 

242 

287 

678 

641 

58 

562 

100 . 

421 

531 

891 

1,566 

1.453 

141 

1416 

250 . 

.. 640 

599 

791 

1,723 

1.756 

167 

1315 

500 . 

792 

84s 

1,113 

1,999 

1.994 

174 

2,000 

1,000. 

1,861 

1,718 

2,539 

4.520 

4,559 

514 

6,115 

5*000 . 

443 

817 

1,104 

2,094 

1,817 

292 

3468 

10,000. 

2,26s 

1,668 


S.910 

6,033 

688 

7.928 

50,000. 

433 

662 


2,355 

2,987 

374 

4.099 

100,000. 






462 

5.110 

Grouped ... 


... 

2,727 




... 

Error §. 

-8 

690 

-38 

-66 

29s 

§§ 

4,264 



MANUFACTURING 




0 . 

588 

897 

1,980 

3.232 

3.586 

607 

3,514 

SO . 

1,167 

1,143 

2,858 

4.406 

5,140 

887 

5,286 

100 . 

3.936 

3,167 

8,190 

11,404 

14,358 

2,536 

15,732 

250 . 

.. 5,741 

4,082 

10,638 

14,739 

18,299 

3,235 

21,67s 

500 . 

8,064 

5,476 

14.505 

19.703 

25,927 

4,461 

31,613 

1,000. 

. • 23,342 

14,68s 

38,386 

52.805 

72,494 

13477 

99,307 

5.000 . 

.. 13,694 

9.577 

20,025 

26,561 

32,686 

6,618 

48,694 

10,000. 

.. 33,032 

19,070 

45,510 

54,228 

77,901 

14,933 

106,470 

50,000. 

.. 74,538 

41,432 

63,627 

75.466 

104404 

5,907 

39,964 

100,000. 

.. ... 

. . . 

... 

... 

... 

20,779 

141,574 

Grouped . .. 

.. ... 

. . . 

... 

... 

... 

... 

... 

Error § . 

.. -2,031 

809 

—689 

-355 

-3,765 

§s 

17.7,8 


Note. For footnotes, see p. 404. 












































TABLE A {Continued) 


Size 

Class! 

X 93 X 

1932 

1933 

1934 

193s 

1936 

Und. prof. Other 

0 . 

IS 3 

CONSTRUCTION 

149 173 333 

475 

140 

559 

50 . 

261 

161 

183 

328 

526 

163 

672 

100 . 

897 

356 

346 

578 

893 

292 

1.256 

250 . 

1,107 

441 

336 

736 

804 

298 

1.383 

500 . 

I.J 7 S 

343 

349 

472 

814 

297 

1,461 

1,000 . 

2.497 

1,017 

907 

1,340 

2,817 

520 

2,659 

S.000. 

262 


119 

396 


149 

758 

10,000. 

. . 


621 

286 


119 

589 

$0,000 . 








100,000 . 








Grouped ... 

1,010 

1,006 



996 



Error §. 

-69 

292 

-89 

-78 

-384 

s§ 

9 

0 . 

226 

PUBLIC UTILITIES 

451 779 1,07s 

1,226 

64 

1,007 

SO . 

3IS 

42s 

624 

878 

1,156 

58 

947 

100 . 

780 

968 

1,089 

1,933 

2,581 

140 

2,365 

250 . 

.. 1,086 

1,032 

1,108 

1,977 

2,592 

131 

2,397 

500 . 

• • 1.249 

1,518 

1.558 

2,997 

3,367 

184 

3.559 

1,000. 

.. 4.345 

5 jI 04 

5,373 

10,769 

11,316 

546 

10,954 

s.000. 

4.366 

3.752 

3,943 

6,704 

6,285 

395 

7,926 

10,000. 

•. 14.852 

14.859 

14,501 

29,664 

30,807 

1,634 

31,746 

$0,000 . 

• • 77.213 

69,151 

63,070 

69,820 

66,234 

832 

15,361 

100,000 . 

. . ... 





4,400 

81,786 

Grouped ... 








Error §. 

.. -1,104 

- 2,599 

552 

604 

2,551 

fi 

16,538 

0 . 

1,033 

1,346 

TRADE 

3.679 

5,669 

6,003 

2,072 

6,602 

SO . 

1,340 

1.078 

3,191 

5,165 

6,226 

1,734 

7,109 

100 . 

2,917 

2,031 

5,780 

9.566 

11,273 

2,801 

14,140 

2$0 . 

. . 2,877 

2,144 

5,401 

8,117 

9,886 

2,387 

13.393 

$00 . 

2,788 

2,270 

5,751 

8,834 

9,563 

2,313 

14,186 

1,000 . 

6,907 

4.542 

11,041 

17,664 

20,728 

5,279 

31,053 

s.000. 

3,491 

2.777 

4,078 

7,873 

7,795 

2,380 

1,630 

10,000. 

.. S.890 

4.350 

7,128 

12,730 

14,327 

1,26s 

24,752 

$0,000 . 

• • 17 . 9 SI 

9,777 

15.657 

17,659 

21,666 

562 

10,383 

100,000 . 

. . 

. . . 

. . . 



3,760 

19,604 

Grouped ... 

. . 

. . . 

... 

... 

... 

... 

... 

Error § . 

.. -i$6 

-57 

-217 

-307 

1,068 

-7,168 

-7,527 


Note. For footnotes, see p. 404. 









































TABLE A {Continued) 


Size 

Class t 

1931 

1932 

1933 

1934 

193s 

1936 

Und. prof. Other 

0 . 

406 

622 

SERVICE 

933 

1,84s 

2,277 

562 

2,329 

50 . 

444 

453 

683 

1,114 

1.539 

392 

1,667 

100 . 

1,097 

907 

1,094 

2,020 

2,549 

645 

2.857 

250 . 

1,433 

979 

1,144 

1,681 

2,234 

sss 

2,652 

500 . 

i, 3 Si 

978 

859 

1.474 

2,034 

558 

2,819 

1,000. 

2,393 

1,680 

1.843 

3.987 

4.87s 

1.458 

7,651 

5,000 . 

1,039 

710 

625 

808 

861 

211 

1,106 

10,000. 




738 




50,000 . 

.. 



1,202 




100,000. 








Grouped .... 

2,713 

1,871 

1,363 


1,439 

941 

4.762 

Error §. 

•• -552 

-193 

-33 

-4 

163 

§§ 

3.566 

0 . 

534 

930 

FINANCE 

1,230 

1,614 

2,311 

365 

2,716 

50 . 

972 

1,033 

1,245 

1,765 

2,002 

423 

2,098 

100 . 

2 > 9 S 4 

2,331 

2.874 

3,777 

5,215 

836 

6,489 

250 . 

•• 3.S13 

2.435 

2,517 

3,373 

4,818 

961 

6,696 

500 . 

• • 3.658 

2,427 

2,836 

3.665 

5,036 

1,374 

8,088 

1,000. 

.. 10,301 

5,801 

6,907 

9,979 

13,561 

6,921 

19.837 

5,000. 

• ■ 4.976 

3,011 

2,763 

5,332 

6,975 

2,890 

13,028 

10,000. 

.. 10,017 

6,049 

7,239 

14,325 

20,300 

7,617 

29,743 

50,000. 

.. 15.672 

10,760 

5,912 

15,291 

20,319 

652 

18,860 

100,000. 



. . . 



1,533 

5,041 

Grouped ... 








Error § . 

• ■ 3.789 

996 

530 

229 

40 

§§ - 

12,243 

0 . 

150 

n. MANUFACTURING GROUPS 

FOODS t 

268 298 474 

432 

142 

428 

SO . 

314 

317 

435 

735 

618 

174 

677 

100 . 

987 

693 

1,141 

1.834 

1,826 

305 

1.847 

250 . 

1,332 

990 

1,544 

2,215 

2,255 

399 

2.50s 

500 . 

1,801 

1.317 

1,68s 

2.538 

2,792 

554 

3.249 

1,000. 

. . 3,896 

2,826 

4,642 

7.150 

9,347 

1,244 

9,080 

S,ooo. 

2,932 

1,914 

2,480 

4.356 

4,576 

557 

3.674 

10,000. 

6,949 

5,584 

8,836 

9,631 

11,957 

936 

12,087 

50,000 . 

.. 18,329 

11,229 

16,239 

13,235 

11,124 

735 

8.305 

100,000. 

.. ... 





41 

9.814 

Grouped ... 



. . . 





Error § . 

.. -466 

1.376 

-93 

-313 

— 102 

— 1,468 

1.634 


Note. For footnotes, see p. 404* 







































TABLE A (Continued) 


Size 

Class t 

1931 

X932 

*933 

*934 

*935 

*936 

Und. prof. Other 

0 . 



LIQUORS 

213 

381 

464 

69 

488 

50 . 



191 

407 

371 

83 

527 

100 . 



624 

767 

897 

174 

1,022 

250 . 



844 

1,210 

1,429 

297 

1448 

500 . 

< 

< 

(n 

1,775 

2,054 

1,826 

SS6 

2,317 

1,000 . 

< 

< 

3,622 

4.937 

S.684 

2,121 

7.184 

S.OOO. 


0 

64s 

1400 

*.791 

828 

2,332 

10,000 . 

0 

SB 

0 

SB 

*,S6S 

1,943 

3,242 

. .. 

50,000. 



... 



. . . 

. . . 

100,000. 



. . . 

... 

. . . 

. .. 

. . . 

Grouped .... 



. . . 

... 

. . . 

788 

7.347 

Error §. 



— 208 

-151 

— 308 

-1496 

327 

0 . 

3 

7 

TOBACCO 

21 

5 

6 


9 

50 . 

3 

5 

11 

22 

26 


9 

xoo . 

40 

43 

41 

44 

44 

2 

44 

250 . 

18 

x6 

6 

32 

29 

2 

46 

Soo . 

46 

11 

14 

14 

27 

I 

52 

1,000 . 

661 

466 

433 

508 

670 

20 

7*7 

SiOoo. 

aS 7 

S17 

452 

416 

192 

7 

156 

10,000 . 

.. 1,640 

1,949 

1,776 

2,460 

2,811 

99 

3 .S 43 

$0,000 . 

. • * 4^95 

16,038 

6,187 

9,722 

9,884 

... 

... 

100,000. 

. . ... 

... 

.. . 

... 

.. . 

. . . 

... 

Grouped .... 

. . ... 

... 

.., 

... 

... 

385 

13.048 

Error § .... 

— 248 

—267 

228 

83 

340 

ss 

-833 

0 . 

88 

106 

TEXTILES ** 

377 

360 

420 

74 

186 

50 . 

146 

153 

584 

555 

608 

102 

3 *S 

100 . 

439 

400 

1,570 

1,349 

1,592 

318 

1.084 

250 . 

702 

604 

2,298 

1,823 

2,296 

401 

1.719 

soo . 

987 

694 

3,13s 

2,510 

3,009 

682 

3.078 

1,000. 

.. 2,607 

1,645 

8,863 

6,347 

7,658 

1.8S6 

9.111 

5,000 . 

535 

425 

2,760 


1,844 

779 

3.581 

10,000. 

.. ... 

... 

• ... 

4,450 

S.678 

983 

8.67* 

50,000. 

.. 




I. 3 S 0 

* 3 S 

1.89s 

100,000. 

.. ... 

... 

. .. 

... 

. . . 

. . . 

... 

Grouped .... 

1,809 

1,006 

9,143 

2,220 

. . . 

. . . 


Error §. 

479 

258 

33 

38 

46 

-1,158 

-163 


Note. For footnotes, see p. 404. 









































TABLE A {Continued) 


Sixe 

Class t 

1931 

X932 

X 933 

X 934 

I 93 S 

1936 

Und. prof. Other 

0 . 

16 

20 

LEATHER 

71 

58 

63 

16 

59 

50 . 

39 

52 

122 

131 

II8 

21 

94 

100 . 

130 

127 

443 

312 

463 

70 

394 

250 . 

146 

122 

368 

370 

522 

III 

458 

Soo . 

95 

II4 

563 

489 

651 

139 

809 

1,000. 

625 

3 SS 

1,940 

1.36s 

2,126 

382 

2,038 

5,000 . 

185 

162 

896 

221 

680 

148 

983 

10,000. 








50,000. 

. 


... 





100,000. 








Grouped . 

2,079 

1,446 

2,342 

2.091 

2,137 

85 

1,906 

Error §. 

-67 

70 

-25 

6 

SI 

58 

79 

0 . 

4 

6 

RUBBER 

II 

78 

22 

7 

20 

50 . 

5 

11 

35 

42 

29 

5 

32 

100 . 

15 

24 

90 

103 

13s 

26 

135 

250 . 

61 

32 

136 

197 

234 

58 

287 

500 . 

i8 


155 

83 

173 

45 

308 

1,000. 

270 

107 

639 

O' 

868 

225 

M 47 

5,000. 




108 

323 

IIS 

806 

10,000 . 

. 


345 


1,797 

196 

1,184 

50,000 . 

. 




884 



100,000. 

. 


... 




. . . 

Grouped .... 

994 

144 

505 

885 


452 

3 'I SO 

Error §. 

170 

59 

-31 

— 22 

-191 

-24 

-90 

0 . 

21 

FOREST PRODUCTS 

21 99 113 

184 

37 

180 

SO . 

SI 

39 

184 

ISO 

244 

57 

281 

100 . 

190 

94 

448 

SO4 

773 

194 

1,012 

250 . 

167 

85 

432 

629 

866 

249 

1.388 

500 . 

253 

102 

S 30 

S 45 

872 

271 

I.S 94 

1,000. 

600 


838 

1,240 

1,489 

534 

3.a8i 

5,000 . 

67 


253 

300 

306 

231 

M 39 

10,000. 

25 





... 


50,000. 

. 


... 


... 


... 

100,000. 

. ... 


. . . 


... 


... 

Grouped ... 


315 

470 

310 

698 

336 

1,976 

Error §. 

26 

6 

-38 

20 

20 

ss 

387 


Note. For footnotes, see p. 404. 









































TABLE A {Continued) 


Size 

Class t 

1931 

1932 

1933 

1934 

I 93 S 

1936 

Und. prof. Other 

0 . 

II 

10 

PAPER 

S 3 

60 

82 

22 

77 

SO . 

25 

34 

94 

167 

168 

33 

141 

100 . 

149 

121 

453 

624 

668 

141 

600 

250 . 

250 

164 

609 

793 

927 

210 

806 

Soo . 

502 

319 

742 

1,369 

1,364 

276 

1,433 

1,000. 

• • 1.473 

804 

2,262 

3,294 

3,887 

1,137 

4,971 

S.000 . 

576 

426 

1,123 

1,843 

1,934 

393 

2,529 

10,000. 






421 

4,223 

50,000 . 

.. 







100,000. 

.. ... 

... 

. . . 

... 




Grouped .... 

1,204 

332 

2,059 

3,110 

3,851 

130 

577 

Error §. 

— 180 

-72 

-17 

-33 

205 

-772 

298 

0 . 

lOI 

150 

PRINTING 

216 

489 

553 

109 

S16 

50 . 

167 

138 

219 

535 

656 

122 

595 

100 . 

522 

447 

577 

1,174 

1,443 

268 

1.355 

250 . 

799 

S81 

761 

1,281 

1,501 

323 

1,779 

500 . 

1,258 

826 

880 

1,651 

2,049 

399 

2,306 

1,000. 

2,828 

1,610 

2,273 

3,901 

4,630 

937 

5,632 

5,000. 

2,483 

1,870 

1,988 

2,764 

3,717 

701 

4,200 

10,000. 

.. 





966 

S,6i8 

50,000 . 








100,000 . 



. . . 


... 

... 

... 

Grouped .... 

• • 4 , 5^8 

2,040 

2,938 

4,385 

5,098 

190 

1,048 

Error § . 

.. -638 

— 104 

68 

81 

262 

§§ 

1,817 

0 . 

.•55 

CHEMICALS 

122 205 

431 

310 

65 

240 

SO . 

96 

137 

330 

467 

594 

60 

397 

100 . 

498 

525 

937 

1,347 

1,434 

253 

1,317 

250 . 

721 

731 

1,301 

2,123 

1,947 

305 

1,756 

0 

0 

V) 

1,079 

1,119 

2,100 

2,828 

3,719 

422 

2,724 

1,000 . 

.. 4,297 

4,007 

5,777 

8,392 

8,884 

1,035 

8,856 

s.000. 

.. 3,190 

2,707 

4,790 

5,489 

5,555 

246 

4,665 

10,000 . 

7,826 

5,096 

10,627 

13,295 

15,518 

1,105 

18,148 

50,000. 

.. 11,192 

8,051 

11,790 

9,324 

13,006 

605 

3,873 

100,000. 

.. 

. . . 

... 

... 

... 

2,457 

14,504 

Grouped ... 

.. 

. . . 

... 

... 


... 

..« 

Error §. 

—928 

-287 

-234 

-75 

691 

- 1,157 

6,445 


Note. For footnotes, see p. 404. 










































TABLE A {Continued) 


Size 

Class t 

1931 

1932 

1933 

1934 

I 93 S 

1936 

Und. prof. Other 




STONE 





0 . 

IS 

19 

34 

73 

76 

45 

126 

SO . 

53 

33 

58 

100 

194 

54 

229 

100 . 

117 

no 

140 

284 

424 

132 

660 

250 . 

174 

74 

265 

386 

584 

167 

752 

500 . 

288 

160 

332 

S92 

743 

234 

1,149 

1,000. 

741 

406 

66s 

1,302 

2,063 

358 

3,090 

S»ooo. 

362 

210 

622 

1,312 

1.517 

455 

2,770 

10,000. 

. 2»332 



2,547 

3.961 

330 

6,743 

50,000. 

44 S 



1.791 

3,024 



100,000. 


... 


... 

... 



Grouped .... 


748 

2.792 



8II 

4489 

Error §. 

— 21 

-19 

-9 

42 

-76 

-731 

226 



METALS ♦♦ 




0 . 

77 

98 

264 

549 

800 

265 

759 

SO . 

178 

146 

426 

oc 

1,200 

328 

1,369 

100 . 

584 

359 

1,209 

2,435 

3.764 

1,050 

4,493 

250 . 

1,006 

495 

1.656 

2,991 

4.577 

1.475 

6,335 

Soo . 

1.345 

S 70 

1,970 

4.017 

7,033 

2,269 

9,056 

1,000. 

3 i 8 ii 

1.358 

s.294 

11.834 

21,066 

6,513 

33,436 

SfOoo . 

2,299 

937 

3,006 

5,626 

8,266 

2,627 

15,89s 

10,000. 

7425 

2,226 

5.051 

10,934 

21,166 

3 > 5 i 3 

31,357 

50,000. 

• • 23.73s 

3.36s 

22,030 

35,008 

60,339 

1,260 

11,023 

100,000 . 

. . ... 





4,760 

34,287 

Grouped ... 

. . ... 






... 

Error § . 

— II 2 

-134 

-244 

6 

— 4,261 

-5,784 

-59 


MISCELLANEOUS MANUFACTURING 



0 . 

43 

64 

123 

167 

212 

46 

168 

SO . 

83 

68 

173 

226 

293 

66 

246 

100 . 

263 

212 

535 

624 

858 

00 

694 

250 . 

343 

160 

435 

694 

1,084 

280 

i,i8i 

500 . 

383 

229 

660 

1,024 

1.599 

324 

Iv 444 

1,000 . 

149s 

839 

1,183 

2,024 

4.167 

1,050 

4,851 

5,000 . 

850 

340 

960 

1.36s 

1.851 

00 

1,745 

10,000. 




... 


... 


50,000 . 

.. 

... 


... 

... 

... 

... 

100,000 . 


... 


... 




Grouped ..., 

2,646 

I. 3 S 9 

3.395 

3,668 

5,066 

1,489 

6,641 

Error § .... 

— 161 

-88 

— 172 

-34 

-30s 

SI 

1,813 


Note. For footnotes, see p. 404. 








































TABLE A {Continued) 

in. GROUPS SUB-DIVIDED IN 1936** 

















TABLE B 

Six-YEAR Average Rates of Return, for Each Division and Group 
AND All Divisions Combined * 


Class t 

All divi¬ 
sions s 

Agri¬ 
culture § 

Mining 

Manufac¬ 
turing § 

Construc¬ 

tion 

Public 

utilities 

0 . . . . 

-16.34 

-16.79 

-33.01 

-17.24 

— 22.14 

-15-07 


10.79 

9.38 

24.50 

II.II 

12.17 

12.68 


-3452 

-29-67 

-7470 

-33-46 

-36-19 

—71.28 

SO . 

-4.73 

— 8.22 

— 6.24 

— 5.22 

-8.74 

-1.85 


84s 

6.61 

11 .59 

938 

11.20 

11.26 


— 14.26 

— 14.16 

-16.93 

-16.53 

— 18.84 

-21.39 

100 , 

-2.68 

-SA2 

-2.95 

-2.36 

-4.92 

.60 


7.98 

S.27 

10.51 

9.38 

10.84 

9.72 


-11.79 

— 10.70 

— II13 

-12.99 

-1340 

— 1506 

250 .... 

— 1.40 

— 3.22 

-1.38 

-.33 

-1.79 

--51 


8.06 

4.8s 

8.67 

936 

11.80 

8.94 


-963 

- 7^38 

-S.S 9 

-9.74 

-10.33 

-19^7 

Soo 

-.80 

-2.85 

-1.52 

.80 

-I.I7 

.15 


7.90 

446 

7.39 

9.50 

10.47 

8.01 


—8.70 

—6.04 

-6.96 

-925 

-9.78 

— 15.20 

1,000 . 

-.05 


-.57 

1.56 

3.26 

I.OO 


746 


5.52 

8.84 

13.48 

6.88 


-6^1 


-396 

-7.J2 

-5.25 

— 10.76 

S.000. 

.38 


-.05 

2.54 


I.14 


7-30 


4.09 

9.26 


5-69 


— 6.20 


-2.99 

— 6.02 


—728 

10,000 . 

1-44 



247 


2.22 


7-25 



8.16 


5.98 


-4.92 



-5-36 


—6.11 

50,000 . 

2.59 



3.58 


1.52 


6.01 



7.II 


4.68 


— 1.01 



— 2.01 


-2.15 

Classes grouped t 


-•30 

-.33 


149 




4.17 

4.3s 


8.98 




-4.69 

-2.5/ 


-336 



Note. For footnotes, see p. 408. 








TABLE B {Continued) 


CUSBt 

Trade 

Service 

Finance 

Foods 9 

Tobacco 

Textiles 

0 . 

-12.53 

—21.63 

-19.37 

— 11.08 

-14.58 

—23.86 


8.96 

17.76 

951 

10.66 

15.64 

8.22 


—2640 

- 5 a. 7 tf 

- 41-47 

—27.08 

-24-51 

- 4 tS 9 

50 . 

-3.86 

- 7*59 

-4.72 

-2.71 

-3.04 

-7.64 


7-39 

11.58 

6.20 

8.99 

10.05 

8.00 


-1340 

^20.32 

— 12,29 

— 14.10 

— to.99 

—20U16 

100 . 

— 1.92 

-3.88 

-376 

-.79 

48 

-3.73 


741 

9.68 

6.28 

8.85 

954 

8.3Z 


— 10,92 

-I 3 S 9 

— 10,47 

— 12.14 

-9.ZI 

— tSJ6o 

250 . 

-.29 

-2.s8 

-2.88 

2.08 

-1.68 

-.73 


8.76 

9-59 

s-46 

9.20 

S.16 

8.4Z 


-903 

— IQJ87 

—8,21 

-S.03 

-8.79 

— 10.86 

Soo . 

•55 

—3.82 

—2.50 

3.22 

— 1.07 

.01 


7.93 

7.92 

5.22 

9 .S 3 

4.78 

7.6s 


—8.70 

-tt.93 

-7.50 

—8.00 

-7-32 

—9.26 

z,ooo . 

1J87 

■“ 4*37 

-1.63 

344 


•38 


8.09 

7.86 

5-46 

9.16 


6.84 


- 7 .PP 

— loSo 

-5-95 

-7-55 


-( 5.89 

S.000 . 

3-24 

-5.83 

-1.66 

548 




9.04 

8.27 

S- 7 S 

1039 




-^6.64 

-11,94 

-6.34 

-5.76 



10,000 . 



.63 







7.66 





... 

... 

-4-14 




50,000 . 

... 

... 

4.51 





... 

... 

10.82 





... 


•53 




Classes grouped t 

5-48 

-447 


6aa 

11.75 

4S9 


9-74 

6.24 


84s 

Z2.92 

S.89 


-S-S4 

-13J14 


—2utO 

-4-64 

-6.33 


Note. For footnotes, see p. 408. 
























TABLE B {Continued) 


Clant 

Leather 

Rubber 

Forest 

products 

Paper 

Printing 

Chemicals 

0 . 

—22.80 


— 20.08 

-13.34 

-13-85 

-1548 


9.77 

16.72 

8.68 

9.28 

10.33 

1540 


—40.96 


- 34-34 

—30-11 

—28.SO 

—36.60 

50 . 

-743 

— 2.85 

— 11.61 

— 1.64 

-349 

-144 


9.52 

12.32 

7-37 

8.71 

8.34 

11.09 


—21.6s 

-IS.S 3 

— 20.14 

-14-03 

-14-55 

- 13-37 

100 . 

-2.44 

— I.I6 

-7.14 

1.41 

-.34 

1.37 


951 

lO.gS 

6.97 

10.40 

905 

1140 


-H ^5 

-12.23 

-14-76 

-12.33 

— 12.48 

— 11.08 

250 . 

-1.89 

3.23 

-540 

2.88 

2.36 

3.68 


8.36 

10.37 

6.II 

9.89 

9 .S 7 

11.94 


— I 2 JS 4 

- 9 S 3 


—8.27 

— 11.76 

-9.19 

500 . 

-i ‘57 


-3.83 

3-36 

3.22 

5.00 


847 


$.88 

9.89 

9.54 

12.96 


— 10.66 


-8.94 

-8.78 

-17-92 

- 8 .S 2 

1,000 . 




2.30 

4.77 

6.13 





8.10 

9.26 

11.36 





-6.74 

-8.67 

-7.19 

SiOoo . 





8.33 

8.46 






10.36 

14.02 






- 7-(^3 

-5-22 

10,000 . 






5.22 



,.. 




10.26 







- 7 . 2 P 

$0,000 . 






2.27 


... 





4.87 







-1.30 

Classes grouped t 

3.18 

2.00 

—246 

1.14 

4.50 



6.16 

3.90 

4-54 

541 

7.60 



-10.3s 

— 3.60 

- 5-^7 

—2.41 

- 3-20 



Note. For footnotes^ see p. 408. 




















TABLE B {Continmd) 


Class t 

Stone 

Metals 

Miscellaneous 

manufacturing 

0 . 

. -17.32 

-19.17 

— 21.28 


8.47 

10.52 

10.72 


—27.J8 

- 34-30 

-37-24 

50 

-6.67 

-S-8s 

-7.34 


8-54 

9-37 

9.63 


-13-78 

-15-85 

-17-94 

100 

-4.99 

-3.19 

-2.97 


8.41 

8.75 

945 


— 11.67 

—12.07 

-13.76 

250 

.... -3.36 

-1.65 

— 1.00 


7.64 

8.60 

9.32 


— g.26 

— 10.48 

— I 0 . 2 S 

0 

0 

10 

— 1.06 

-.39 

-.56 . 


7.31 

8.66 

9.51 


—g.8i 

-8.55 

—10.68 

1,000 

. . —I.0I 

.30 

1.18 


6.24 

8.17 

9.62 


—6.20 

- 7-47 

- 7-94 

5 >000 

1.15 

.89 



7.5s 

8.01 




-6.46 


10,000 


.56 




7.66 




- 5-79 


50,000 


3.16 




7.94 




—2.02 


Classes 

grouped t 3*^2 


3.25 


6.90 


11.13 


- 3’59 


-7.22 

♦Boldface type, both categories combined; ordinary type, income category; 

italics, 

deficit. All data for liquors, and part of lowest class for rubber, missing. 


t Lower limit, in thousands of dollars. 


t For each category, grouping reaches down to lowest class grouped in cate¬ 
gory in any year. For both categories combined, grouping reaches down as far 
as for either category. 

§ See footnotes to Chart i, and Tabic ix. 


























TABLE C 

Rates of Return in 1936, for New Groups into which Former 
Groups were Separated in that Year ♦ 


Class t 

Formerly in metals 
Motor 

vehicles Metals 

Formerly in chemicals 
Petroleum Chemicals 

Formerly in textiles 
Clothing Textiles 

0 

— 25.62 

-3.87 

— 27.28 

— 9.62 

— 11.48 

— 12.42 


14.94 

13.86 

18.94 

17.12 

8.01 

10.01 


-238.86 

-24.45 

— 107.76 


~ 30‘54 

-3375 

SO 

1.40 

545 

— 2.28 

4.90 

1.55 

-.53 


12.09 

13-38 

14-52 

14.01 

8 62 

9 60 


-1954 

— J J.31 

— J67 28 

-996 

-12 35 

-19.41 

100 

3-34 

744 

11.23 

7.89 

5.77 

3-10 


14.30 

13 19 

21.79 

14.30 

10 53 

10.50 


— 11.77 

— 941 

-14 65 

- 9‘45 

— 9 30 

— II 62 

250 

3-94 

9.00 

10.61 

10.07 

8.19 

3.82 


11-93 

13.37 

24.92 

13-43 

10.64 

9.39 


-28.97 

— 9.08 

— 16.08 

-502 

-8 18 

-948 

500 

14.79 

9.18 

8.71 

10.86 

9.82 

5.23 


22.07 

12.86 

17.SS 

15-57 

11 45 

9-25 


-7^90 

— 6.98 

-1975 

-8.25 

-374 

- 7‘9 3 

1,000 

12.44 

11.01 

10.48 

11.75 

848 

4.73 


23.26 

13.93 

13-05 

13.84 

10.17 

7.77 


— 21.22 

-6.52 

-1175 

-743 

-18.38 

— 6.02 

5,000 . 

7*66 

10.44 

18.57 

13.42 

10.89 

4.32 


13.68 

12.35 

27.41 

15-79 

10.89 

7.70 


-531 

-4.99 

— 2.32 

-1.79 


- 5‘92 

10,000 .. 

8.71 

9.24 

.94 

12.85 

8.11 

7.31 


11.97 

9.97 

4.25 

13.36 

8.11 

8.39 


- 7-25 

— 5-92 

— 12.38 

—245 


-245 

50,000 

15.78 


2.47 

13.38 


8.65 


iS-78 

8.16 

3-49 

13.38 


8.65 




— I.II 




100,000 

15.77 


3-25 

14.39 




15-77 

7.7s 

3.64 

14.39 




—2.ip 

Classes grouped t • • ^-73 • • 

-1,03 


♦ Boldface type, both categories combined; ordinary type, income category; 
italics, deficit. 

t Lower limit, in thousands of dollars. 

t Deficit category only is grouped. Both categories grouped for the combined 
(boldface) figure. 
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Symbols attached to page numbers have the following meanings: c, chart; 
Ch, chapter head; n, foot-note; t, table. References to industries apply to 
the following list of index items: agriculture, all industries combined, 
chemicals, clothing, construction, finance, foods, forest products, leather, 
liquors, manufacturing, metals, mining, miscellaneous manufacturing, motor 
vehicles, paper, petroleum, printing, public utilities, rubber, service, stone, 
textiles, tobacco, trade. 


Accounts payable, 282, 296 

Agriculture, i74Ch, 176; equity, 384t; 
groups, i75n; rate of return, i78t; 
six-year average of rates, 4ost; size 
variation in rate, 177c; tax, esti¬ 
mated, 397t 

All industries combined: equity, 384t; 
profitable corporations, 27; —, rate, 
28; rate of return, i7Ch, 3it; six- 
year average, of rates, 30c, 405t; 
size variation in rate, i8c, 21; time 
variation in rate, 24, 25c, 235, 237c; 
unprofitable corporations, 27 

Assets, net capital, 263, 285, 290; —, 
estimate of, manufacturing, 29it; 
size distribution of, see industries] 
total, as measure of importance, 
36t; —, as size measure, 21; —, 
changes in, 26 

Automobiles, see Motor vehicles 

Average, six-year, of rates, see also 
Six-year average of rates; weighted, 
of rates, 323 

Bad debts, 320 

Balance sheets, 239; date of, 283; re¬ 
turns with, 2in 

Beverages, Son, see also Foods, and 
Liquors; sub-groups, i34n 

Bonds, 282 

Bonus, of officers, 306 

Book value, of equity, 14 

Capital, borrowed, 10; gain, and rate 
of return, 3i9t; —, as part of 


profits, 317; —, as ratio to equity, 
3i8t; gains or losses, 14, 231, 317; 
invested, 14; —, return on, 18; of 
creditors, 281; of owners, 281; 
owned, 10; structure, 10, 280 
Chemicals, goCh; equity, 385t; profit¬ 
able corporations, 95; —, importance 
of, i56t; rate of return, 96t, 409t; 
six-year average, of rates, 98c, 407t; 
size distribution of assets, iS4t; size 
variation in rate, 92, 93c; sub¬ 
groups, 90; —, importance of, 9it; 
tax, estimated, 402t, 404t; time varia¬ 
tion in rate, 94, 950, 245c; unprofit¬ 
able corporations, 95 
Classes, size, cumulated, 3921; —, 
grouped, 388 

Classification, industrial, 34, 51; —, 
shifts in, 382 
Clay products, 129 

Clothing, 102, iii; rate of return, 
1936, 409t; tax, estimated, 1936, 
404t; size variation in rate, 112c 
Commodities, producers of, 224; —, 
six-year average of rates, 2250 
Compensation of officers, see Officers 
Consolidated returns, 26, 39, 240, 
359Ch, see also Returns; average 
size of, 366; differential tax on, 40; 
equity of, 370, 3731 estimated rate 
of return, i934» 368t; importance 
of, by divisions, 411; —, by groups, 
42t; partial segregation of, 1934, 
367; rate of return, 1933, 362, 364t; 
segregated in 1933, 361; shifts due 



INDEX 


414 

to, 374, 382, 383; shifts in equity, 
caused by, 375; shifts in inventory, 
caused by, 378t; shifts in net capi¬ 
tal assets, caused by, 378t; shifts in 
total assets, caused by, 37s, 376t; 
specific shifts caused by, 377 
Construction, i74Ch, 179; equity, 384t; 
groups, 1760; rate of return, i8it; 
six-year average of rates, 405t; size 
variation in rate, 179c; tax, esti¬ 
mated, 398t; time variation in rate, 
180c 

Control, problems of, 6 
Corporation, as legal entity, 3 
Correlation, assets with net income, 
326; method of, in estimate of in¬ 
terest, 288n 

Credit, specific, against income, 339, 
341» 346n 

Cycle, general business, 22; in profits, 
II. See also Time variation, in rate 

Debt, 28oCh; beginning-year, estimate 
of, 28$; burden of, 231; by size 
classes, estimated, 298, 300t; esti¬ 
mate of, manufacturing, 293, 294t; 
long-term, 285; short-term, 285 
Deficit corporations, 27. See also Un¬ 
profitable corporations 
Depletion, 52, 286, 320; metals group, 
70 

Depreciation, 286, 320; effect of, on 
rate of return, 321 
Dispersion, see Variability 
Dividends, as part of income, 349; 

paid, 380; tax on, 346 
Divisions, industrial, 34; —, impor¬ 
tance of, 35t 

Entrepreneur, 233, 307 
Equity, aggregate, 20; average, 20, 
380; average, per corporation, 33in; 
beginning-year, 380, 383; book value 
of, 14; end-year, 380, 383; of con¬ 
solidated returns, 370, 373; of risk¬ 
taking owners, 6; owners of, 236; 
return on, 17,18. See also industries 

Fabrics, textile, ixi 

Finance, aisCh; equity, 384t; groups. 


215; —, importance of, 2i6t; in¬ 
come of, peculiarities in, 349; pecu¬ 
liarity of, 243; place of debt in, 283; 
profitable corporations, 221; —, im¬ 
portance of, 222t; rate of return, 
22ot; six-year average of rates, 222c, 
4o6t; size variation in rate, 217, 
218c; special tax estimate for, 1936, 
356; tax, estimated, 399t; time varia¬ 
tion in rate, 219, 219c, 237c; un¬ 
profitable corporations, 221 
Fiscal-year returns, 383; —, consoli¬ 
dated, 1934, 37on. See also Returns 
Foods, 8oCh; equity, 384t; inventory 
estimate for, 261; profitable cor¬ 
porations, 87; —, importance of, 
iS6t; rate of return, 86t; six-year 
average of rates, 88, 4o6t; size dis¬ 
tribution of assets, iS4t; size varia¬ 
tion in rate, 82, 83c; sub-groups, 
81; —, importance of, 8it; tax, 
estimated, 399t; time variation in 
rate, 84, 85c; unprofitable corpora¬ 
tions, 87 

Forest products, i24Ch, 125; equity, 
385t; profitable corporations, im¬ 
portance of, is6t; rate of return, 
i28t; six-year average of rates, 407t; 
size distribution of assets, I 54 t; 
size variation in rate, 125c; sub¬ 
groups, 1240; tax, estimated, 40it; 
time variation in rate, 127c 

Glass products, 129 
Grouped size classes, 388 
Groups, manufacturing, 34; —, im¬ 
portance of, 36t 

Income-account items, effect of, on 
rate, 3o6Ch 

Income, gross, 67n; net, see Net in¬ 
come; —, for excess-profits tax cal¬ 
culation, 325n; —, variability of, 
manufacturing, 326t, 329t 
Income corporations, 27. See also 
Profitable corporations 
Industrial differences, implications of, 
254; in profits, ii; in rate, 43, 45t; 
—, summary 25oCh, 25a 



INDEX 


Industries, see note at head of Index 
Industries, all combined. See All in¬ 
dustries combined; all, except 
finance, 243; —, time variation in 
rate, 237c; particular, time variation 
in rate, 242 

Industry, divisions of, 34; lines of, 
34Ch; types of, 32 
Insurance, life, 2i8n 
Integration of industry, 163 
Interest, 233, 280, 281; bearing of, on 
rate of return, 303; defaulted, 2880; 
on borrowed capital, 12; on Gov¬ 
ernment securities, 3250, 349; on 
long-term debt, 289; on short-term 
debt, 2S9; rate of, 287; —, on bank 
loans, 288; size-class allocation of, 
300, 30it, 302 

Interest rate, estimate of, manufac¬ 
turing, 29s; —, on long-term debt, 
290; estimated, on long-term debt, 
297, 298t, 299t; —, manufacturing 
and trade, 299!; on short-term debt, 
296. 

Inventory, base-stock method, 257; 
cost basis, 265; effect of, on rate of 
return, 276, 278t; estimate of, foods, 
264t; first-in-first-out method, 260; 
last-in-first-out method, 257; lower 
of cost or market basis, 265; turn¬ 
over of, 260, 265; losses, estimate 
of, foods, 1932, 266t; profit, 12, 231, 
256Ch; —, estimated, 269; —, esti¬ 
mate of, foods, 264; —, —, foods, 
1936, 272t; —, in relation to total, 
271; —, method of estimate, 261; 
—, working definition of, 258 
Investments, of consolidated com¬ 
panies, 375; of corporations, 235n 
Issues, of new securities, 20 

Leather, i34Ch, 141; equity, 385t; 
profitable corporations, importance 
of, i56t; rate of return, 143!; six- 
year average of rates, 407!; size 
distribution of assets, 154!; size 
variation in rate, 142c; sub-groups, 
i34n; tax, estimated, 4011; time 
variation in rate, 148c 


41S 

Liquors, 8on, i34Ch, 135; equity, 384t; 
rate of return, i37t; size variation 
in rate, 136c; sub-groups, i34n; tax, 
estimated, 400t 
Logarithmic scale, see Scale 
Loss, carry-forward of, 340, 341; 
prior-year, 340 

Manufacturing, 5iCh; distribution of 
assets, 152; equity, 384t; groups, 
34; profitable corporations, 58; —, 
importance of, 6ot; —, rate of re¬ 
turn, 59c; rate of return, 62t; —, 
on borrowed capital, 290; six-year 
average of rates, 6ic, 4ost; size 
distribution of assets, iS3t; size 
variation in rate, 53, 54c; —, sum¬ 
mary, 158; summary of findings, 
i52Ch; tax, estimated, 397t; time 
variation in rate, 55, s6c, 245, 2450; 
—, summary, 161; unprofitable cor¬ 
porations, $8; variability of rate for, 

325 

Manufacturing groups, profitable cor¬ 
porations, importance of, i56t; size 
distribution of assets, i54t 
Metals, 66Ch; equity, 385!; profitable 
corporations, 76; —, importance of, 
i56t; rate of return, 74t; —, 1936, 
409t; six-year average of rates, 77c, 
4o8t; size distribution of assets, i54t; 
size variation in rate, 71, 71c; sub¬ 
groups, 67; —, importance of, 67t; 
tax, estimated, 403t, 404!; time varia¬ 
tion in rate, 72, 73c, 2450; unprofit¬ 
able corporations, 76 
Mining, i63Ch; equity, 384!; groups, 
163; —, importance of, i65t; profit¬ 
able corporations, 170; rate of re¬ 
turn, i69t; six-year average of rates, 
172c, 40St; size variation in rate, 
16s, i66c; tax, estimated, 397t; 
time variation in rate, 167, i68c, 
244c, 24s; unprofitable corporations, 
170 

Miscellaneous manufacturing, i34Ch, 
147; equity, 385!; profitable cor¬ 
porations, importance of, i56t; rate 
of return, i5ot; six-year average of 
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rates, 408!; size distribution of as¬ 
sets, i54t; size variation in rate, 
147c; sub-groups, i34n; tax, esti¬ 
mated, 403t; time variation in rate, 
149c 

Monopoly, problems of, 6 
Mortgages, 282 

Motor vehicles, 78; rate of return, 
1936, 409t; size variation in rate, 
79c; tax, estimated, 1936, 404t 

Net income, after taxes, 1936, 357; 
for excess-profits tax, 347, 348; 
statutory, 270 
Notes payable, 282, 296 

Officers, compensation of, 231, 306; 
—, and rate of return, 312, 3i3t, 
3i6t; —, as part of profit, 307, 
314; —, as ratio to equity, 309t; 
—, size variation, 310; —, time 
variation, 311; salaries of, 12 
Oil refining, 90, 99. See also Petroleum 

Paper, ii4Ch, 119; equity, 385t; 
profitable corporations, importance 
of, i56t; rate of return, i22t; six- 
year average of rates, 407t; size dis¬ 
tribution of assets, i54t; size varia¬ 
tion in rate, 119c; tax, estimated, 
402t; time variation in rate, 121c 
Petroleum, 99; rate of return, 1936, 
409t; size variation in rate, looc; 
tax, estimated, 1936, 404t 
Price, appreciation, 260; fluctuations, 
256; index, wholesale, 265 
Printing, ii4Ch, 115; equity, 38st; 
profitable corporations, importance 
of, i56t; rate of return, ii8t; six- 
year average of rates, 407t; size 
distribution of assets, i54t; tax, 
estimated, 4021; size variation in 
rate, 115c; time variation in rate, 
117c 

Profit, accounting concept of, 232; as 
residual earnings, 13; cyclical varia¬ 
tions in, 11; economic concept of, 
232, 307; industrial differences in, 
II; instability of, 235; inventory, 12, 


256Ch; rate of, 12, see also Rate, 
of profit; taxes excluded from, 336 
Profitable corporations, 343, see also 
industries \ importance of, see in¬ 
dustries 

Profits, compiled net, 19 
Public utilities, 2o6Ch; equity, 384t; 
groups, 206; —, importance of, 207t; 
profitable corporations, 213; —, im¬ 
portance of, 2i3t; rate of return, 
2nt; six-year average of rates, 212c, 
4051; size variation in rate, 208, 
208c; tax, estimated, 398t; time 
variation in rate, 209, 210c, 244c, 
245; unprofitable corporations, 213 
Publishing, 115 
Pulp, 119 

Railroads, consolidated basis after 
1934, 37on 

Rate, comparative level, 1936 and 
earlier, 248; for profitable corpora¬ 
tions, see industries; of profit, 12; 
of return, see industries; of return, 
all corporations combined, i7Ch; 
—, average, for a size class, 323; 
—, calculation of, i9t; —, consoli¬ 
dated returns, 1933, 362, 364t; — 
industrial differences in, 43, 451; —, 
1934, partial reconstruction of, 371, 
372; —, non-consolidated list, 1934, 
368t; —, non-consolidated returns, 
i933» 362, 364t; —, on debt plus 
equity, 303, 304t; —, on interest- 
bearing debt, 303, 304t; —, on log- 
log scale of size, 391!; —, special 
definition, 330; —, special for con¬ 
solidated returns, 1934, 368t; —, 
variable size of, manufacturing, 
332 t, 333 t 

Ratio, of adjustment, for balance 
sheets, 239 

Receipts, total compiled, 67n; —, as 
measure of importance, 36t 
Rent, 320 

Return, on equity, 17 
Returns, consolidated, 39; tax, con¬ 
solidated, 26; tax, fiscal-year, 2on; 
tax, part-year, 2on 
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Revaluation, of assets, 286, 380 

Rubber, i34Ch, 144; equity, 385t; 
rate of return, i45t; profitable cor¬ 
porations, importance of, i56t; six- 
year average of rates, 407t; size dis¬ 
tribution of assets, i54t; size varia¬ 
tion in rate, 144c; sub-groups, 1340; 
tax, estimated, 4011 

Salaries, of officers, 12 

Scale, logarithmic, 220, 490, 386; of 
operations, 3; size, on log-log basis, 
39it 

Security issues, 20 

Service, i97Ch; equity, 384t; groups, 
importance of, igSt; profitable cor¬ 
porations, 201; —, importance of, 
204t; rate of return, 202t; six-year 
average of rates, 203c, 4o6t; size 
variation in rate, 198, 199c; tax, esti¬ 
mated, 399t; time variation in rate, 
200, 20ic; unprofitable corporations, 
201 

Services, suppliers of, 227; —, six- 
year average of rates, 227c 

Six-year average, of rates, 389; —, 
by groups, 48c, 49c; —, by divisions, 
46c, 47c; —, by industries, 25it. See 
also industries 

Size distribution of assets, see indus¬ 
tries 

Size, criterion of, 21; variation in rate, 
381; —, summary, 224Ch. See also 
industries 

Skewness, of size distribution, 69n, 
286n, 387 

Small business, 8 

Statistics of Incomey 19 

Stock, issuance of, 380; retirement of, 
380 

Stone, i24Ch, 129; equity, 385t; 
profitable corporations, importance 
of, is6t; rate of return, i32t; six- 
year average of rates, 4o8t; size 
distribution of assets, i54t; size 
variation in rate, 130c; tax, esti¬ 
mated, 403t; time variation in rate, 
131C 

Subsidiary, in consolidated return, 360 
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Tax, average effective rate, 340t, 342; 
avoidance, 3o6n; capital-stock, 338; 
estimate of, 336Ch; —, manufactur¬ 
ing, 1935, 344 t; —, 1936, 346; —, 
obstacles to, 338; estimated, see in¬ 
dustries \ excess-profits, 338, 348; 
final estimate of, 344; for fiscal- 
year returns, 341; in relation to 
depletion, 322; — depreciation, 321; 
— executive salaries, 306; — inven¬ 
tory, 27on, 257; liability, 337; 

method of estimate, 1931-35, 342; 
1936 estimates, accuracy of, 347; 
normal, average effective rate of, 
1936, 349» 35it, 352; —, estimate of, 
manufacturing, 1936, 3S2t; —, es¬ 
timate of, 1936, 347; —, final esti¬ 
mate of, 1936, 353; —, graduated, 
338, 346; —, preliminary estimate 
of, 1936, 352; on dividends, 346; on 
consolidated returns, 341, 360; pol¬ 
icy, relating to inventory, 275; pre¬ 
liminary estimate of, 343; special 
estimate of, for finance, 1936, 356; 
undistributed-profits, 338, 346; —, 
and salaries of officers, 311; —, esti¬ 
mate of, 353; —, estimate of, foods, 
354; —, final estimate of, 355; —, 
flat-rate estimate of, 357 

Taxation, 10; and definition of profits, 
336 

Taxes, excluded from profits, 336; on 
corporate profits, 13 

Technical methods, 38oCh 

Textiles, io2Ch; equity, 38st; profit¬ 
able corporations, 109; —, impor¬ 
tance of, is6t; rate of return, io8t; 
—» 1936, 409t; six-year average of 
rates, iioc, 4o6t; size distribution of 
assets, i54t; size variation in rate, 
104, 105c; sub-groups, 103; —, im¬ 
portance of, io3t; tax, estimated, 
4oot, 404t; time variation in rate, 
106, 107c; unprofitable corpora¬ 
tions, 109 

Time variation, intensity of, 238; in 
rate, 381, see also industries'y —, 
affected by inventory, 275; —, by 
industries, 246t; —, summary, 235Ch 
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Tobacco, i34Ch, 138; equity, 384!; 
profitable corporations, importance 
of, is6t; rate of return, i40t; six- 
year average of rates, 4o6t; size 
distribution of assets, i34t; size 
variation in rate, 139c; tax, esti¬ 
mated, 400t 

Trade, i83Ch; equity, 384t; groups, 
importance of, i87t; profitable cor¬ 
porations, 192; —, importance of, 
i94t; rate of return, i9ot; —, on 
borrowed capital, 290; six-year av¬ 
erage of rates, 193c, 4o6t; size varia¬ 
tion in rate, 183, 184c; tax, 

estimated, 398t; time variation in 


rate, 188, 189c, 244c, 345; un¬ 
profitable corporations, 193 
Transportation, 206. See also Public 
utilities 

Unprofitable corporations, see indus¬ 
tries 

Valuation, estimated, 15; of assets, 21 
Value, book, of equity, 14 
Variability, in rate, 330; in relation to 
size, 334; of rate of return, 323Ch, 
32s; —, within a size class, 327; 
quartile index of, 334 




